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There are a variety of energy challenges confronting the United States at this time:
First, electricity reliability problems and price s-uges have become a major crisis in
California and are threatening to reach the crisis level in other regions of the country.
Second, natural gas prices have increased by 100%/ or more in many parts of the country,
causing skyrocketing home energy bills this winter. And high natural gas prices are expected
to continue due to tight supplies and growing demand. Third, our reliance on imported oil

-hasgrownduerto a-combination-ofdecciningdomesticoil- ply and growingdemand ed
to the lack of fuel efficiency improvement in motor vehicles.

These interrelated challenges have increased public concern and propelled energy
policy back to the "front burner" among national policy issues. The Bush Administration has
established a new Energy Policy Task Force and various members of-Congress are
developing energy legislation. Prospects for adopting comprehensive new energy legislation
are better today than they have been for the past decade.

New energy legislation is likely include sections aimed at expanding domestic energy
supply as well as restraining growth in energy demand. It is critical that this legislation
include a strong set of intiatives to increase the efficiency of energy use. Increasing energy
efficiency should be the conerstone of national energy policy since it provides a host of
economic, environmental, and national security benefits. In particular, increasing energy
efficiency will:

reduce energy waste and increase productivity, without forcing consumers or
businesses to cut back on energy services or amenities;
save consumers and businesses money since the energy savings more than pay for any
increase in first cost;

a reduce the risk of energy shortages and improve the reliability of overtaxed electric
systems; -.

a* reduce.energy imports;
reduce air pollution of all types since burning fossil fuels is the main source of most
types of air pollution;

* lower U.S. greenhouse gas emissions and thereby help to slow the rate of global
warming.

Furthermore, increasing energy efficiency does not present a trade-off between
enhancing national security and reliability on the one hand and protecting the environment on
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the other, as do a number of our energy supply options (e.g., opening up the Arctic National
Wildlife Refuge and other environmentally sensitive areas to oil exploration). Increasing
energy efficiency is a "win-win" strategy from the perspective of economic growth, national
security and reliability, and environmental protection.

This set of energy efficiency policy recommendations will increase the efficiency of
energy use in our homes, commercial buildings, factories, and vehicles. It will lead to
significant reductions in future demand for electricity, oil, natural gas, aid coal. It does not
entirely solve our nation's energy problems-other policies to increase the energy supplies,
especially cleaner energy supplies, also are needed. But adopting these policies will
significantly reduce energy demand growth over the next 20 years, thereby reducing the
problems and need for other policies that are not "win-win" options; i.e., that involve trade-
offsibetweengreater domestic-production and secuty,ccoomicweUl-beingand
environmental protection.

The policy recommendations are listed below. They involve a wide range of
mechanisms including financial incentives, financing, voluntary initiatives, stronger
efficiency standards, expanded R&D, and better information and education. No one
approach is adequate for transforming markets and increasing the efficiency of energy use on
a large scale throughout the economy. For each recommendation, we present background,
the specific proposal, precedents, and estimated impacts.'

List of Recommendations

1. Public Benefit Trust Fund
_ 2. Voluntary Agreements and Incentives to Reduce Industrial Energy Use

3. Tougher Fuel Economy Standards on New Cars and Light Trucks
4. Tax Credits of Fuel Cell and Hybrid Electric Vehicles
5. Expand Gas Guzler Tax and Rebates for Efficient Vehicles
6. Improved Vehicle Labeling
7. New Appliance Efficiency Standards
8. Tax Credits for Efficient Appliances, Heating, and Air Conditioning Equipment
9. Expand Labeling and Promotion of Energy-Efficient Products
10. Financing and Technical Assistance for Efficiency Investments in Public Buildings
11. Expand Use of Combined Heat and Power through Enviromnental Permitting Reform
12. Expand Use of Combined Heat and Power thrbugh Enhanced Utility Grid Access

'For estimates of the overall impacts that these policies could have if adopted
together, see Geller, Bemrow and Dougherty 1999; Interlaboratory Working Group 2000.
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Policy: Public Benefit Trust Fund as Part of Electric Utility Restructuring

Background

Electric utilities historically have funded programs to encourage more efficient energy
use, assist low-income families with home weatberization and nergy bill payment, promote the
development of renewabl energy sources, and undertake research and development However,
increasing competition and restructuing have led to a decline in these "public benefit
expenditures" over the past five years. Total utility spending on all demand side management
programs (ie., energy efficiency and peak load reduction) fell by nearly 50% from a high of S3.0
billion in 1993 to $1.6 billion in 1998 (1998 dollars).

Proposal

In order to cnsure that public benefits activities continue following restructuring, 15 states
have established public benefits funds through a small charge on all kilowatt-hours (kWhs)
flowing through the tansmission and distribution grid. This policy would create a national
public benefits trust fund, similar in concept to the public benefits fund included in the Clinton
Administration's federal utility restructuing proposal. The federal trust fund would provide
matching funimds to states for eligible public benefits expenditures. This policy would encourage
states and utilities to continue or in some cases expand energy efficiency and other public
benefits activities. The size of the public benefits trust fund we recommend is based on a non-
bypassable wires charge of two-tenths of a cent per kWh

Once a public benefits fund is adopted, utilities, state agencies, or some other state-
designated funmd manager" would carry out energy efficiency programs. In a more competitive,
"restrctured" utility market, these programs typically focus on assisting consumers unlikely to
receive energy efficiency services by the private sector (i.e., low-income households or small
businesses), expanding the private energy services industry, and encouraging market
transformation. The programs lead to efficiency improvements in appliances, lighting, HVAC
systems, motor systems, etc.-areas where there is still enormous cost-effective energy efficiency
potential.

Precedents

As noted above, 15 states including California, New Yok, New Jersey, Wisconsin, and
various New England states already have enacted state public benefit funds to support energy
efficiency and other programs. The Clinton Administration has proposed a nation public benefits
trust fund based on a charge of one-tenth of a cent per kWh; halfthe level proposed here. Our
recommendation is included in utility restructring bills sponsored by Senator Jeffords' (S. 1369)
and Rep. Pallone's (H.R 2569).

Impacts

Our analysis estimates the incremental investment in and savings from energy efficiency
measures as a result of the federal public benefits trust fund. We do not include savings from
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public benefit programs already underway or likely to occur in the absence of a federal fund. In
paticular, we assume that states gradually expand their eligible programs, sing 90 percent of the
maximum funds available by 2005 and thereafter. Based on historical trnds, we assume that
energy efficiency programs represent 59 percent of the public benefits expnditures and that
energy savings typically cost $0.03/kWh on a Icvelized basis. We also assume that 20 percent of
all participants are "free riders" (i.e., consumers who would invest in efficiency measures in the
absence of staeutility programs).

These assumptions result in incremental end-use electricity savings of 131 TWh (3.6%) in
2005,343 TWh (8.8%) in 2010, and 756 TWh (17.4%) in 2020, according to the ACEEE. Most
'of these savings are likely to be in the residential and commercial sectors since they are the main
focus of state/utility efficiency programs using public benefits funds. The total investment in
efficiency measues stimulated by the federal public benefits fund is estimated to be $106 billion
while the energy bil savins are expected to reach $23bfllion.(netpres aluethrough --
2020), meaning net benefits of $132 billion. Furtermore, ACEEE estimates that this policy will
reduce C02 emissions by 103 MMT of carbon by 2010 and 207 MMT by 2020, when
implemented together with other energy efficiency and renewable energy initiatives.
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Policy: Voluntary Agreement and Incentives to Reduce Industrial Energy Use

Background

The industrial sector accounts for about 39 percent of total U.S. energy consumption.
Manufacturing represents abouttwo-thirds of industrial energy use, with six energy-intensive sectors
dominating (petroleum refining, chemicals, primary metals, paper and pulp, food and kindred
products, and stone, clay, and glass products). There is substantial potential for cost-effective
efficiency improvement in both energy-intensive and non-energy-intensive industries. For example,
an in-depth analysis of 49 specific energy efficiency technologies for the iron and steel industry
found a total cost-effective energy savings potential of 18 percent

Proposal

In orer to stmulat despread energy effiinc mprvements in thendusial sectr, we
propose that U.S. government (White House or DOE) establish voluntary agreements with individual
companies or entire sectors. Companies or entire sectors would pledge to reduce their overall energy
and carbon emissions intensities (energy and carbon per unit of output) by a significant amount, say
at least 15-20 percent over 10 years. The government would encourage participation and support
implementation by: (1) providing technical and financial assistance to participating companies that
request assistance, (2) offering to postpone consideration of more drastic regulatory or tax measures
if a large portion of industries participate and achieve their goals, and (3) expanding federal R&D
and demonstration programs.

In order to get a large fraction of industries making serious commitments and entering into
voluntary agreements with the federal government, it may be necessary for the government to
threaten to take more drastic action. For example, the government could indicate that is was going
to issue carbon emissions standards or energy efficiency standards on major types of industrial
processes (e.g., steelmaking, aluminum production, paper and pulp making, petroleum refining, etc.),
or adopt energy or carbon taxes, if industries did not enter into meaningful voluntary agreements.

Precedents

A number of major companies are demonstrating that it is possible to significantly reduce
energy and carbon intensity while enhancing productivity and profitability, and have set voluntary
goals for doing so. For example, Johnson and Johnson set a goal in 1995 of reducing energy costs
10 percent by 2000 through adoption of "best practices" in its 96 U.S. facilities. As of April 1999,
they were 95 percent of the way towards this'goal, with the vast majority of projects providing a
payback of three years or lss. In 1998, British Petroleum announced it would voluntarily reduce its
carbon emissionsto 10 percent below 1990 levels by 2010, represeting an almost 40 percent
reduction from projected emissions levels in 2010 given "business-as-usua"' emissions growth. And
DuPont announced it would reduce its GHG emissions worldwide by 65 percent relative to 1990
levels while holding total energy use flat and increasing renewable energy resources to 1 0 percent
of total energy inputs by 2010. DuPont is on track for achieving earlier commitments to reduce
energy intensity 15 percent and total GHG emissions 50 percent by 2000, relative to 1990 levels. If
J&J, BP, and DuPont can make and deliver on these voluntary commitments, so can other
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companies.

Voluntary agreements between government and industry along the lines proposed here have
resulted in substantial energy intensity reductions in some European nations such as Germany, the
Netherlands, and Denmark. Voluntary agreements between government and industry have been used
on a limited basis to achieve energy or environmental gains in the United States. For example,..

Impacts

In order to estimate the impacts of this policy, we rely on a recent, detailed analysis of
vountary agreements carried out by a team from national laboratories. Based on this analysis, we
estimate that widespread adoption of voluntary agreements and supporting activities could reduce
primary energy use in the industrial sector by about 42 quads (11 percent) in 2010 and 6.9 quads (16
percent in 2020), relative to energy consumption levels otherwise forecast by the Energy Information

-- '^-AdanisbaioBA4boup ott--pietohisvgsanes-f'mele'ieity-easudon a-prima--y
energy basis), with smaller portions coming from petroleum products, natural gas, and coal. The
corresponding reductions in C02 emissions are 71 million metric tons of carbon by 2010 and 95
million metric tons by 2020.

In order to realize these energy savings, a cumulative investment in efficiency measures of
about $36 billion through 2020 is needed. But the energy bill savings would equal around S98
billion, leading to net economic benefits of about $60 billion (all values are in discounted 1996
dollars).
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Policy: Raise the Corporate Average Fuel Economy (CAF1) Standards for cars and light
trucks

Background

The average fuel economy of new passenger vehicles (cars and light trucks) has declined
from ahigh of 25.9 miles per gallon (mpg) in 1988 to 23.8 mpg in 1999 due to increasing vehicle
size and power, the rising market share of light trucks, and the lack of tougher Corporate Average
Fuel Economy (CAFE) standards. The original CAFE standards for cars were adopted in 1975
and reached their maximum level in 1985. The standard for light trucks was increased via
rulemaking just 0.2 mpg since 1987. For the past five years, the Congress has prevented the
Department of Transportation fora carrying out a rulemaking to consider raising the CAFE
standards.

Proposal

We propose increasing the CAFE standards for cars and light trucks 5% per year so that
they reach 45 mpg for cars and 34 mpg for light trucks by 2010, with further improvements
beyond 2010 (i.e., standards of 65 mpg for cars and 48 mpg for light trucks by 2020).
Alternatively, the separate standards for cars and light trucks could be combined into one value
for all new passenger vehicles, specifically 39 mpg by 2010 and 55 mpg by 2020 for all new cars
and light trucks combined. This level of fuel economy improvement is technically feasible and
cost effective for consumers according to studies conducted by ACEEE and the Union of
Concerned Scientists. The 5% annual fuel economy improvement is the rate of improvement that
Ford has indicated it will achieve voluntarily for its SUVs over the next five years. If this rate can
be achieved in SUVs, it can be achieved in all new vehicles made by Ford as well as other
manufacturers, and the rate of improvement can continue for ten years or more.

Tougher CAFE standards can be met through technological improvements, both
refinements to conventional vehicle designs in the near term and advanced vehicle technologies
(lightweight materials, hybrid drivetrains, and fuel cells) over time. Two mass-produced hybrid
electric vehicles with 50-75 percent greater fuel efficiency compared to typical new cars in their
size class were introduced in the United States in 2000 and other hybrid electric vehicles have
been announced. ACEEE and UCS estimate that the 2010 fuel efficiency target can be met with
an average incremental vehicle cost of S830 and the 2020 target at an average incremental cost of
$1,755 (retail cost expressed in 1996 dollars).

Precedents

The initial CAFE standards enacted in 1975 were largely responsible for the near
doubling in the average fuel economy of cars and more than 50 percent increase in light truck
fuel economy from 1975 to 1987. The standards were met largely through cost-effective
technologies (e.g., weight reduction, engine efficiency improvement, etc.) and without negative
side effects. Cars got both safer and less polluting at the same time they became more fuel
efficient. In fact the traffic fatality rate (deaths per million vehicle miles of travel) declined by
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about 50(/ between 1975 and 1997. The Department of Transportation has the authority to raise
the standards via a rulemaking; however the Department has been prohibited from doing so by
the Congress via riders attached to annual Appropriations bills in spite of overwhelming public
support in favor of raising the standards.

Impacts

The CAFE standards proposed here could result in about 4 quads of energy savings by
2010 and 8 quads by 2020, relative to modest improvements in new vehicle fuel efficiency in the
absence of the policies. These savings are equivalent to about 1.9 million barrels of petroleum
per day by 2010 and 38 million barrels per day by 2020. The avoided carbon emissions would
reach about 82 million metric tons of carbon equivalent by 2010 and 164 million metric tons by
2020.

In order to realize these energy and carbon savings, a cumulative investment of about
$115 billion in vehicle efficiency measures is needed through 2020. But the energy bill savings
over the same time period would reach about $500 billion, leading to net economic benefits of
about S385 billion (all values in discounted 1996 dollars).
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Proposal: Provide tax credits to purchasers of highly fuel efficient vehicles

Background

Although the average fuel economy of new cars and light trucks is not rising, a great
amount of R&D and demonstration of innovative vehicle fuel efficiency measures has occurred
over the past decade as part of the Partnership for New Generation Vehicles (PNGV) and other
programs. Vehicle manufacturers are starting to commercialize fuel-efficient hybrid electric
vehicles such as the Honda Insight and Toyota Prius, which achieve 50-85% greater fuel
economy than equivalent conventional vehicles. These cars employ a variety of technologies
including innovative engine designs, weight reduction, and the hybrid electric powertrain to
reach these impressive fuel economy levels. Other manufacturers plan to introduce hybrid
electric vehicles in the next few years.

Some vehicle manufacturers also have indicated that they will start mass producing fuel
cell electric vehicles starting around 2005. A limited number of fuel cell electric buses have
already been produced and field tested. Fuel cell electric vehicles have the potential for even
greater fuel economy and lower emissions than vehicles employing an internal combustion
engine, as do the current set of commercially available and prototype hybrid vehicles.

Cost is a major obstacle to the widespread production and sale of highly efficient hybrid
and fuel cell vehicles. Honda and Toyota are absorbing a substantial portion of the cost for their
initial hybrid vehicles (i.e., selling them at a loss). While costs are expected to decline over time
as technology advances and economies of scale occur, it is unclear how fast this "learning" will
occur and whether or not hybrid and fuel cell vehicles will reach cost competitiveness and
widespread market shares without significant public support. Given the enormous public
benefits-lower oil consumption, lower criteria pollutant emissions, and lower greenhouse gas
emissions-that such vehicles promise, it is reasonable for the government to provide financial
incentives initially in order to stimulate mass production and support initial sales of these
innovative vehicles.

Proposal

The Clinton Administration and U.S. auto manufacturers have proposes extending the
current tax credit of up to $4,000 for electric and fuel cell vehicles and also offering a tax credit
of up to $3,000 for qualifying hybrid electric vehicles. Under this proposal, the amount of the
hybrid vehicle credit would be based on the capacity of the energy storage system and amount of
regenerative breaking. Also, the hybrid vehicle credit would not start until 2003 even though
some hybrid vehicles already are mass produced and sold-

We propose extending the current tax credit for electric and fuel cell vehicles through
2008 but suggest fixing the credi; at a flat S4,000 per vehicle. This change would give
manufacturers further incentive to reduce the cost of and price of electric and fuel cell vehicles.
Regarding hybrid vehicles, we propose offering tax credits tied to fuel efficiency and emissions
levels, similar to the scheme proposed by the Clinton Administration in 1999. However, the
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credits should start in 2001; they should be extended to all high efficiency vehicles-not just
hybrid vehicles- that are at least 50%/ more efficient than typical new vehicles in any particular
class; the credits should end or should phase down by 2006 or so; and they should be given only
to vehicles meeting forward-looking emissions standards such as the California ULEV or
SULEV standards. Also, tax credits should be extended to purchasers (or manufacturers) of
hybrid and fuel cell buses or medium-duty trucks. Such provisions would reward fuel efficiency
innovation of all types and ensure significant energy and environmental benefits.

Precedents

Extending the tax credits for electric and fuel cell vehicles is supported by the Clinton
Administration and is included in a number of bills introduced in the 106* Congress with
bipartisan sponsorship. Tax credits for hybrid vehicles also arc supported by the Clinton
Administration and are included in-a-umber-ofbills-itroduced-inthe4-06"-Congress.-However,
as noted above, these bills do not include all of the features suggested above.

Impacts

It is reasonable to assume that on the order of 0.5-1.0 million electric and fuel cell
vehicles and 1.0-1.5 million hybrid electric (or equivalent high fuel efficiency) vehicles would
qualify for the tax credits suggested above, assuming the former run through 2008 and the latter
through 2006. Roughly speaking, these are the number of qualifying vehicles assumed by the
Clinton Administration in their estimates of costs and impacts from their tax credit proposals.
Participation on this scale would have relatively modest direct impacts on energy use and C02
emissions- energy savings ofxxx and avoided carbon emissions of 1.5-2.5 million metric tons
per year. However, if the credits are successful in helping to build markets and advance the
technologies so that these innovative vehicles become competitive in the marketplace and
markets continue to grow after the credits are phased out, the indirect impacts could be many
times greater than the direct impacts; e.g., providing a total carbon emissions reduction of at least
10 million metric tons by 2015. On the other band, if the tax credits are adopted in conjunction
with stronger CAFE standards, then it is important not to double-count savings. Thus, the
savings from the tax credits should be subsumed under those from the CAFE standards if both
policies are adopted.
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Proposal: Expand the Gas Guzzler Tax to Include Light Trucks and Provide Rebates to
Purchasers of Efficient Vehicles

Background

-- The average fuel economy of new passenger vehicles is declining due to the growing
-market share of inefficient light trucks (SUVs, pickups, and minivans) and the lack of standards
or financial incentives stimulating higher fuel economy in all new vehicles. Relatively
inefficient cars-those with composite fuel economy rating below 22.5 MPG-are subject to a gas
guzzler tax The tax starts at $1,000 for vehicles 21.5-22.5 MPG and increases to a maximum of
$7,700 as fuel economy drops. This policy, enacted in 1978, was relatively successful in
"pulling up" the bottom end of the vehicle fleet Relatively few new cars are subject to the gas
guzzler tax today. However, millions of gas guzzling light trucks are sold today and used mainly

-as-passenger-vehicls-These-vehiclarenot-ubjec tothe-ga guzzler-taxereating-aloophole ---
that encourages production and marketing of these inefficient and polluting vehicles.
Furthermore, the revenue generated by the gas guzzler tax goes to the general Treasury rather
than being used to stimulate greater production and purchase of efficient "gas sipping" vehicles.

Proposal

First, the gas guzzler tax loophole should be closed by having the current gas guzzler tax
apply to all new passenger vehicles. If a consumer or business wants to by an inefficient vehicle,
they should have to pay for the right to excessively pollute the atmosphere and increase U.S.
dependence on oil imports. Given the sales and fuel economy of light-duty SUVs, pickup trucks,
and minivans sold in 1999, automakers would have paid an additional $10.2 billion in gas
guzzler taxes on their vehicles that year if this policy had been in place. Of course, the objective
is to discourage sales of gas guzzlers and improve fuel economy, so that actual revenue collected
afler this policy is announced and takes affect could be significantly lower. But it is likely that
the policy would generate billions of dollars in new tax revenue each year, at least initially.

In conjunction with closing the gas guzzler tax loophole and the revenues this would
generate, we recommend providing tax credits to either manufacturers or consumers for vehicles
that are "gas sippers"-significantly more efficient than the average fuel economy of all new
vehicles. The combination of fees on gas guzzling vehicles and rebates or credits on gas sipping
vehicles is sometimes referred to as "feebates". The credits could start at say 20%/ above the
average fuel economy of new vehicles (i.e., now about 24 MPG based on the EPA composite
rating) and could increase as the fuel economy rating increases, mirroring the way the gas
guzzler tax is designed (e.g., $200 credit for vehicles 28.5-29.5 MPG, $400 credit for 29.5-30.5
MPG, etc.). Alternatively, the credits could normalized based on some measure of vehicle size
(e.g., vehicles would need to be x% more efficient than the average for the vehicle class rather
than the overall average for all new vehicles). In either case, a sliding scale should be used and
the reference point should be adjusted as the overall fuel economy of new vehicles increases.
Also, vehicles should be ineligible for tax credits via fcebates if they receive separate tax credits
offered to innovative hybrid and fuel cell vehicles.
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Precedents

Feebates have been proposed at both the federal and state level. In 1991, then Senator
Gore proposed a bill (S. 210 in the 102" Congress) that included fees and rebates based vehicle
fuel economy in each size class. Other bills in this period (H.R 1583 and HR. 2960 in the 102"
Congress) proposed similar schemes. At the state level, the Califoria legislature enacted
feebates based on both fuel economy and criteria emissions in 1990, but then Goveror
Deukmejian vetoed this bill. In 1992, Maryland enacted a modest feebate scheme as an add-on
to the state's vehicle title tax. However, implementation was blocked by a Department of
Transportation opinion stating that state fuel economy incentive programs are federally
preempted.

Impacts

Estimates of the impacts of feebates by Lawrence Berkeley Laboratory show that
relatively modest rebates of up to about 51,000 per vehicle could have a significant impact on the
average fuel economy of the new vehicle fleet, leading to about a 10-20% improvement in rated
fuel economy of new vehicles within 10 years. In the short run, consumers shift towards more
fuel-efficient vehicles available in the marketplace. Over the longer run, the selection of vehicles
being marketed changes as manufacturers respond by adding efficiency measures. Overall, fuel
savings could reach 7-8 billion gallons of gasoline annually by 2010, equivalent to about 1.0
Quads of energy savings or about 23 million metric tons of avoided carbon emissions each year.

If feebates are adopted in conjunction with stronger CAFE standards, then it is important
not to double-count savings. Thus, the savings from feebates should be subsumed under those
from the CAFE standards if both policies are adopted and the standards are relatively stringent.
Feebates and tougher fuel economy standards are complementary, with the incentives helping to
move the market towards regulatory compliance.
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Policy: Promotion of High Efficiency and Cleaner Vehicles through Improved Labeling
and Promotion

Background

There is considerable variation in the fuel economy and emissions levels of new vehicles
in any particular vehicle class (e.g., compact cars, minivans, large SUVs, etc.). This variation is
in fact growing as manufacturers introduce relatively fuel-efficient and low-emitting hybrid
vehicles like the Honda Insight, Toyota Prius, as well as conventional ultra low emissions'
vehicles. Some efforts are underway to better identify and promote these vehicles, including a
DOE/EPA-sponsored web site and the ACEEE Green Book that provides overall environmental
ratings of new cars and light trucks. However, more cab and should be done to promote purchase
of best-in-class" and innovative vehicles.

Proposal

The federal government could take a number of actions to increase awareness of and
interest in buying fuel-efficient and cleaner vehicles. These actions would be voluntary in the
sense that they do not require consumers or businesses to participate. But they would
complement other policies such as stronger CAFE standards, expansion of the gas guzzler tax,
and tax credits to promote the commercialization and sales of hybrid, fuel cell, and other
innovative highly efficient vehicles, as part of a comprehensive market transformation strategy.

First, we propose extending "Energy Star" labeling to high fuel efficiency and low-
emitting cars and light trucks. This would make it easy for consumers to identify "grener
vehicles" , and would make it easy for fleet owners to commit to "buying green". We
recommend that the Energy Star designation be based on a combination of fuel economy and
tailpipe emissions, which is how the ACEEE environmental scoring is done, and would apply to
the best vehicles in each vehicle category. The specifications for qualification should
change over time as manufacturers introduce more efficient and cleaner vehicles. Manufacturers
should be encouraged to display the Energy Star label on cars in showrooms (where applicable)
and dealers trained to properly explain the label.

Second, owners-of vehicle fleets, both public sector organizations and private companies,
should be encouraged to commit to only buying Energy Star vehicles (or high efficiency and
cleaner vehicles using some other means of identifying these vehicles). It might also be possible
to organize flet owners into "green vehicle buying cooperatives' with the cooperatives or the
federal government negotiating discounts from vehicle manufacturers. The government could
promote purchase commitments and buying cooperatives, along the lines of the promotion being
carried out and product discounts being obtained for other Energy Star products.

Precedents

The Department of Energy and EPA have extended Energy Star labeling and promotion
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to a wide range of products, new homes, and commercial buildings. It would be logical to add
cars and light trucks to this 'green brand" pgogram. The Energy Policy Act of 1992 includes
fleet purchase targets and requirements for alternative fuel vehicles (AFVs). DOE initiated a
"Clean Cities Program" to promote purchase of and build infrasuctue and markets for AFVs at
the local level. However, actual purchase of AFVs is well below Energy Policy Act targets due
to limited vehicle availability, relatively high cost of these vehicles, and limited fueling
infastructure. Even if the AFV targets were met, there would still be significant potential for
promoting commitments to buy highly efficient and low emitting gasoline-fueled vehicles on the
part of public and private fleet owners. ACEEE estimates that the target fleet market (after
deducting the EPAct AFV requirements) is over 1 million vehicles per year.

Impacts

ACGEE has-estimated thepotential-enrgy-savingsand avoided-carboncmissionsfrom a.
"best-in-class" vehicle labeling and promotion program. Assuming a very strong program that
affects 30%/ of fleet purchases and 15% of the general market, the estimated energy savings is
about 0.4 quads (2.5% of passenger vehicle fuel use) by 2010, equivalent to 7 MMT of avoided
carbon emissions that year. Of course, if the participation is lower, the energy savings and
avoided carbon emissions would be reduced. It also should be recognized that if improved
labeling and promotion are carried in combination with stronger CAFE standards, these savings
should be subsumed under those from the CAFE standards.
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Policy: New Appliance Efficiency Standards

Background

Appliance efficiency standards are one of our nation's most effective strategies for saving
energy. Appliance standards pioneered by a few states in the 1970s and subsequently adopted at
the national level in 1987 have already cut national electricity use by 3%-equivalent to the power
supplied by 30 large power plants. This means less fuel is burned to make electricity and less
pollution is generated.

National appliance efficiency standards have received bipartisan support The standards
legislation was signed into law in 1987 by President Reagan; new standards were issued during
both the Bush and Clinton Administrations. Efficiency standards already adopted will cut U.S.
greenhouse gas emissions by about xx million MMT of carbon equivalent by 2010, making this a
key part of our national effort to limit global warming. On the economic side, consumers and
businesses will save Sxxx billion net from efficiency standards already adopted. But additional
energy, carbon emissions, and dollar savings are achievable through upgraded or new standards
on a wide range of products.

Proposal

First, we recommend that DOE uses its existing authority to upgrade appliance and
equipment efficiency standards where technically and economically feasible. Although a new set
of standards were issued in January, 2001, DOE is still many years behind schedule in reviewing
and upgrading standards on other products. DOE should issue new standards on transformers,
refrigerators and freezers, furnaces and boilers, commercial packaged air conditioning
equipment, commercial boilers, and dishwashers. These standards should be set at the highest
levels justified under the current law, and the standards should be issued without further delay.

Second, we urge that minimum efficiency standards be set, either via rulemaking or new
legislation, on a variety of products that DOE is not currently considering standards for. DOE
has the authority, but has never used it, to extend standards to additional types of products where
standards would be technically and economically feasible and would save a significant amount of
energy. In particular, we urge extending standards to TVs,'light fixtures, commercial
refrigeration equipment, commercial clothes washers, and furnace fan motors.

Precedents

National appliance efficiency standards on products such as refrigerators, clothes
washers, water heaters, and air conditioners have been upgraded previously. Appliance and
equipment eficiency standards were extended to additional products including motors, various
types of lamps, and beating and air conditioning equipment used in commercial buildings as part
of the Energy Policy Act of 1992. Efficiency standards on-TVs and standby power consumption
for some products have been enacted in Japan.
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Impacts

Adopting stringent new appliance standards could result in widespread implementation of
innovative energy efficiency technologies such as condensing-type gas furnaces and low-loss
transformers. Regarding light fixtures, standards could lead to replacement of inefficient and
dangerous halogen torchiere lamps with fluorescent-based torchires. And standards on furnace
fan motors could make variable speed motors the noun.

According to ACEEE, new appliance efficiency standards (not covering standards already
issued in 2001 or earlier) could save about 50 TWh of electricity and 0.12 quads of natural gas
(end-use only) by 2010. By 2020, the savings could grow to 105 TWh and 0.25 quads of natural
gas as the appliance stock continues to turn over. Avoided C02 emissions would reach about 13
MMT of carbon equivalent in 2010 and 22 MMT in 2020. Households and businesses would

-- reatizes-tofb filionsofdollars of savinp-si ncethc rgy-bi-4dctions-would significantly
exceed any increase in purchase cost Businesses purchasing more efficient tansformers and
commercial HVAC equipment, for example, would realize cumulative net savings of about S8
billion through 2020.
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Proposal: Provide tax credits to purchasers or manufacturers of highly fuel efficient
appliances, heating, and air conditioning equipment

Background

There are a host of innovative technologies that could significantly reduce the energy use
and thus the pollutant emissions associated with heating, cooling, and appliances used in both
residential and commercial buildings. For example, electric heat pump water heaters cut
electricity consumption for water beating by 50-70% compared to conventional electric water
beaters. Gas-fired beat pumps are about twice as efficient for heating as typical new gas furnaces
and also provide space cooling using natural gas as the energy input Super-efficient electric air
conditioners, refrigerators, and clothes washers use 25-50% less energy than typical new models
sold today. Fuel cell cogeneration systems offer the potential to power and beat homes or

_commrcial. buildingsvrycclenanand at.highoxerallefficiency-_H owc-cr,.nonrofLthcse
technologies are produced yet on a large scale. High fist cost is a major barrier preventing more
widespread production, marketing, and sale. Without financial incentives, they may never
overcome the "initial high cost" barrier and get established in the marketplace.

Given the potential public benefits-lower energy consumption, increased electric grid
reliability, lower criteria pollutant emissions, and lower greenhouse gas emissions-that such
technologies promise, itis reasonable for the federal government to provide financial incentives
in order to stimulate mass production and support initial sales of these innovative technologies.
The incentives should be of limited duration and possibly phase down over time so that the cost
to the government is limited and the technologies eventually compete (or not compete) without
subsidies.

Proposal

We propose providing tax credits to either manufacturers or purchasers of highly efficient
building equipment, focusing on innovative "leapfrog" technologies such as those mentioned
above. This would minimize the number of "free riders" and provide the biggest "bang per buck"
in terms of market transformation. Specifically, we propose tax incentives that are either fixed in
value or calculated as a fraction of the first cost (with a cap on the value) for the following
products:

* electric heat pump water heaters
* gas-fired beat pumps
* electric air conditioners and heat pumps with SEER > 13.5
· building fuel cell cogeneration systems
* superefficient refrigerators and clothes washers
· highly eficicnt ground-source heat pumps.

The tax credits should be on the order of 20% of the firsi cost'for the most efficient
products, with a sliding scale or lower tier(s) for less efficient but still innovative products. This
approach has been followed in the climate technology tax credit proposals put forward by the
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Clinton Administration. The tax credits should remain in effect for around 5 years, say 2001-
2005, and could ramp down in magnitude in the final year or two.

Precedents

in 1999 and/or 2000, the Clinton Administration proposed tax credits for beat pump
water heaters, gas-fired heat pumps, fuel cell cogencration systems, and high efficiency central
air conditioners and electric heat pumps. These proposals, or components of them, were
incorporated in a number of bills introduced in the 106* Congress Also, energy efficiency
advocates and appliance manufacturers strongly supported tax credits for super-efficient
appliances. Their proposal, involving credits for appliance manufacturers with a cap on the
amount any one company could claim, was introduced in the 106* Congress with broad
bipartisan support

Impacts

It is likely that there would be millions of qualifying products sold during the 2001-2005
time period. The total cost to the Treasury might reach on the order of $1.5-2.0 billion, with high
efficiency central air conditioners likely being the most costly component of the package. Sales
of fuel cell cogeneration systems might reach 200-500 MW of total installed electric capacity,
with this product costing the Treasury S80-200 million.

Participation bn this scale would have a relatively modest direct impact on energy use and
C02 emissions-saving on the order of 0.05 quads of primary energy and 1.0-1.5 million metric
tons of carbon emissions per year by the end of the eligibility period. However, if the credits
help to establish these innovative products in the marketplace and reduce the first cost premium
so that the products are viable after the credits are phased out, the indirect impacts could be many
times greater than the direct impacts. Total energy savings could reach 0.25-0.5 quads and
avoided carbon emissions could reach 5-10 million metric tons by 2015 if the credits are
successful.
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Policy: Expand Energy-Efficient Product Labeling and Promotion

Background

The Energy Star labeling program implemented by EPA and the Department of Energy
covers a wide range ofresidential and commercial products including appliances, heating and
cooling systems, office equipment, and lighting products. The Energy Star program stimulated
the wide use of power management in personal computers, photocopiers, printers, and facsimile
machines. Power management can reduce the energy use of office equipment by up to 50/%.
Around 80% of new personal computers, 95% of monitors, 99% of printers, and 65% of copiers
now have power management features and thus the Energy Star labeL In total, consumers bought
more than 100 million Energy Star products in 1999. As a result of cumulative purchases,
consumers are saving more than 29 billion kWh per year-worth about $23 billion annually.
And recognition of the Energy Star label-the national symbol for energy efficiency-is rapidly
growing.

Proposal

EPA and DOE should expand the scope and level of promotion associated with the
Energy Star program. Energy Star labeling should be extended to additional types of electronic
products (cable boxes, telephone equipment, battery chargers, etc.), commercial refrigeration
equipment (vending machines, frezer cases, etc.), microwave ovens, motors, and other mass-
produced products not currently covered. The new commercial building benchmarking and
rating program so far only applies to office buildings. The program should be extended to other
sectors including schools, retail buildings, heahhcare, and lodging as well. And more funding is
needed to expand promotion and training activities in the Energy Star Small Business and new
homes programs, as well as to increase consumer awareness and market penetration of energy-
efficient Energy Star products of all types.

Precedents

EPA and DOE have been trying to expand the Energy Star program but have faced
funding constraints due to the Congress failing to provide adequate funding levels in recent
years. Nonetheless, Energy Star labeling has begun for TVs, VCRs, and audio systems with low
standby power consumption, and similar efforts are planned for other types of electronic
products. Also, the Energy Star brand has been extended to cover highly efficient new homes
with over 1,500 builders now participating and more than 17,000 Energy Star new homes
already built These outstanding bomes use 35% less energy for heating and cooling on average
compared to the current "good practice" homes. The newest product is a performance rating
system for commercial buildings that allows labeling and recognition of the most efficient
buildings across the country. Funding for EPA's portion of the Energy Star program (a large
majority of the program is operated by EPA) will increase in FY2001 in order to support these
and other new activities.

Impacts
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ACEEE estimates that extending Energy Star labeling to additional types of electronic
products, microwave ovens, and commercial rcfigeration equipment could save about 13 billion
kWh/yr by 2010 and 19.billion kWh/yr by 2020. Expansion ofthe Energy Star homes program
and commercial building benchmaridng program new appliance efficiency standards could save
just as much if not more energy, as could additional publicity and promotion of all elements of
the program. Assuming these combined efforts save 40 TWh/yr by 2010 and 60 TWh/yr by
2020, the avoided C02 emissions would reach about 9 MMT of carbon equivalent in 2010 and
12 MMT in 2020. Consumers would realize substantial cost savings-on the order of $2-3 billion
by 2010 and $3-4 billion by 2020-since there usually is little or no incremental first cost for
upgrading products and buildings to the Energy Star levels. [Note: These savings arc in addition
to those from resulting from ongoing Energy Star activities.]
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Financing and Technical Assistance for Energy Efficiency Investments in Federal, State,
and Other Public Buildings

Background

There remains a very large potential for cost-effective energy savings in federal, state,
and local government buildings. While some progress has been made through the Federal
Energy Management Program (FEMP), the federal government still spends ncarlyS$4 billion to
heat, cool, light, and power its roughly 500,000 buildings. The Federal government together
with state and local governments spend more than S8 billion per year on energy in public
buildings, with K-12 schools responsible for additional $6 billion in energy bills annually.

Executive Order 13123 signed in 1999 requires federal agencies to reduce their energy
__se-per-squarfoot-o floor-areanbuildings-30-% by-2005a3 by 10,lav-toenergy-
intensity levels in 1985. It is estimated that investments of S4-6 billion in energy efficiency
projects will be needed to meet this goal. However, federal agencies are allocating very little in
their budgets to energy savings projects, thereby maintaining energy waste and high energy bills.
Use of Energy Service Companies (ESCOs) can help the public sector obtain third party
financing, but are by no means a complete solution to this problem. And the situation is similar
in many states and municipalities-public sector budgets are squeezed and little or no public
funding is made available for investments in energy efficiency projects.

Proposal

This proposal is modeled on an outstanding state energy efficiency program in Texas (see
precedent below). It also is based in part on a legislative proposal, the Federal Energy Bank Act
(S. 95 in the 107T Congress), introduced by Sen Kohl and co-sponsors. This proposal, unlike
the proposed Federal Energy Bank Act, has two components-federal and non-federaL

The federal component involves first creating a "Bank" to fund energy efficiency projects
in Federal buildings. The Bank would receive an amount equal to 5 percent of each agencies
utility payments each year (approximately $200 million annually) for five years. This is the
approach taken in S. 95, although we recommend five years of funding rather than three years.
Money in the Bank would be lent back to agencies for qualifying energy efficiency projects with
a payback of10 years or less. Agencies would then pay back their loans to the Bank in order to
maintain funding for energy efficiency investments over the long run. Furthermore, an
additional S 10-20 million per year should be provided to the FEMP for providing technical
assistance in energy efficiency project development, monitoring, and commissioning, in part
using techniques developed and successfully applied in the Texas LoanStar program.

The non-federal component would attempt to replicate the Texas LoanStar program
throughout the country. States, or groups of states, would be encouraged to start their own
financing and technical assistance programs for financing energy efficiency projects in state and
local public buildings including schools. The federal government would devote $150 million per
year to this effort for five years or more, and would match state commitments dollar per dollar
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(i.e., if a state wanted to establish a $50 million revolving loan fund, it would have to appropriate
S25 million from its own budget in order to receive $25 million in federal funds). In addition,
the federal government through the DOE would help to train technical experts that would engage
in project development, monitoring, and evaluation at the state and local level. In both the
federal and non-federal components, the programs would make wide use of ESCOs to actually
implement energy efficiency projects.

Precedent

The Texas LoanStar program was begun in 1990 with $98.6 million in capital for energy
efficiency projects in state and local government buildings, universities, and public schools in
Texas. In addition to this revolving loan fund, a team of energy efficiency experts from Texas
A&M University received funding to provide technical support through auditing guidelines,
training, monitoring, evaluation, and improved operations and maintenance techniques using
monitored data (called 'continuous commissioning"). This very effective program resulted in
$133 million in energy efficiency project investments and $83 million in cumulative energy bill
savings as of the end of 1999. Furthermore, the savings are increasing by $12-15 million each
year, and other states have begun to copy elements of this award-winning program.

Impacts

This initiative is intended to stimulate approximately $500 million per year in energy
efficiency project investment ($200 million in federal buildings and S300 million at the
statelocal level). Based on the experience in the Texas LoanStar program and elsewhere, this
level of investment should result in at least S400-500 million of energy bill savings per year by
the end of the fifth year, with savings continuing to grow as investments are made. By 2010,
energy bill savings could equal $800 million to $1 billion per year. Primary energy savings
would equal around 200 trillion Btus per year by 2010, equivalent to about 95,000 barrels of oil
per day and 3 million metric tons of avoided carbon emissions that year.

Other benefits that would result from improving energy efficiency in public buildings and
schools include improved comfort, better indoor air quality, higher worker productivity, lower
levels of worker illness, and better student performance. For example, recent studies show that
increasing natural lighting in schools can lead to better learning and better student performance
on standardized tests, and that increasing natural lighting in retail stores can lead to higher sales
revenue.
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Policy: Promotion of Clean, High-efficiency CHP through Environmental Permitting
Flexibility

Background

Combined heat and power (CHP) technology is a system that produces multiple usable energy forms
together (e.g., electricity and steam) from a single fuel input These systems can achieve much
greater efficiency than separate systems that produce the same output. These systems achieve
greater efficiency because they recover heat that would normally be wasted in separate power
production, and displace the fuel that would otherwise be used to produce heat in a separate boiler.
Because of greater efficiency achieved, the total emissions from CHP systems are often lower than
the combined emissions required to produce the same output from separate power and heat systems.

Most stationary air quality permitting regulations do not reflect the reduced emission achieved from
greater efficiency. Current regulation is based on either the emissions per unit of fuel burned or the
concentration ofa pollutant in the stack. This "tail-pipe" approach makes no adjustment in allowable
emissions rate for efficiency. A less efficient system can enmt more polluton because it burns more
fuel. Embodied in this approach are the current "best available control technology (BACT)" and
"lowest achievable emissions rate (LAER)" regulations, which set targets independent of the
system's efficiency.

Thus, an efficient CHP system receives no credit for net total emissions reductions achieved when
co mpared tosearatesystems meeting the sam en-e In act, there are exampleswhere aproject
significantly reduced onsite emissions, and displaced utility emissions, but was unable to receive
regulators' approval. Further, many regulators apply a higher standard to projects that generate
electricity. Most current regulators use an implied basis that, since an emissions level is achievable
at new large central power station facilities, there was no reason to allow higher levels from smaller
power generation facilities. This approach does not account for the environmental benefit of
simultaneously displacing the thermal generation.

A shift to output-based emissions regulations, where total emissions are divided by a system's total
used energy output, would more fairly recognize the environmental benefits of efficiency. This
approach would allow a CHP system to reduce the cost of pollution control equipment, while
achieving lower total emissions than separate heat and power systems.

Some disagreement exists as to what level of displaced emissions should be used for avoided utility
generation. Some assert that onsite generation will displace new central station combined cycle
plants. However, recent research calls that assertion into question. The preliminary results of a
study by the Center for Clean Air Policy' suggest that new CHP capacity displaces significant
amounts of existing, dirty generation. An assessment of displaced emissions needs to be undertaken
using realistic utility dispatch models to determine the appropriate level of displacement.

'Based on a presentation at the CHP Analysis Working Group meeting October 5, 2000
by Catherine Morris, Center for Clean Air Policy.
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Proposal

Either through changes to regulation or legislation, the permitting of CHP system should be shifted
from an input-based to an out-put based approach. Output-based levels for BACT and LEAR,
equivalent to current input based levels for separate heat and power should be used for these systems.
EPA should undertake a study of utility emissions displaced by onsitc generation, and set reasonable
displaced emission "credit' levels. Since these regulations will be implemented at the state levcl,
funding should be provided to EPA to educate state environmental officials about this change, and
assist them in implementing these regulatory changes-

Precedents

Output based standards are clearly within the scope of the Clean Air Act (CAA). In fact, they are
applied to all mobile sources (e.g., grams per mile traveled for passenger cam), and for stationary
reciprocating engines (grams per horsepower-hour). The revised New Source Performance
Standards (NSPS) and the NO, State Implementation Plan (SIP) guidance both include provisions
for moving to output-based emissions. In fact, EPA issued specific guidance on implementing
output-based allocations in a SIP guidance document issued in May of 2000.

Impacts

It is difficult to assess the impact of this measure in isolation. Currently, CHP systems face
hurdles in both environmental permitting and utility interconnection. While the removal of one
barrier is likely to allow some projects to move forward, the removal ofboth barriers is required
to allow this efficient technology to compete fairly in the market place. With both barriers
removed, it has been projected that 50 GW of additional CHP capacity could be brought to
market by 2010. This CHP capacity would result in a cumulative savings of over 1.5 Quads, and
emissions reduction of 42.6 MMT of carbon equivalent, 0.81 MMT of SO2, and 0.37 MMT of
NOx.

I:\ACE3\.AL\ACE3\CHPMgslatio\policy - environmcntal fmClbity.wpd

2 Howard Geller, et. al. 1998. Approaching the Kyoto Targets: Five Key Strategies for
the United States. Washington, DC: American Council for an Energy-Efficient Economy.
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Policy: Promotion of Clean High-efficiency CHP through Enhanced Utility Grid Access

Background

Combined beat and power (CHP) technology is a system that produces multiple usable energy
forms together (e.g., electricity and steam) from a single fuel input. These systems can achieve
much greater efficiency than separate systems that produce the same output. These systems
achieve greater efficiency because they recover beat that would normally be wasted in separate
power production, and displace the fuel that would otherwise be used to produce heat in a
separate boiler. Because of greater efficiency achieved, the total emissions from CHP systems
are often lower than the combined emissions required to produce the same output from separate
power and heat systems.

CHP and other distributed generation technologies have encountered hurdles to interconnecting
with the electric utility system leading to a hostile environment for CHP in many utility service
territories These hurdles include both lack of a standard technical specifications, and
discriminatory pricing and contractual practices by some utilities.

The lack of a technical specification resulted in each utility developing its own specification.
While some were straight forward, while others made unreasonable requirements including
expensive equipment, or expensive and delaying project studies. Significant progress has been
made on the issue of standardized technical specifications. DOE has supported the fast-track
development of a distributed power interconnect standard by the Institute of Electrical and
Electronic Engineers (IEEE). This standard should become final in the spring of 2001. Creating
the standards is only the first step, and adoption by state regulators must follow.

The non-technical issues are more varied and less amenable to straightforward solutions. One
problem is with "exit fees." These charges are intended to recover a utility's stranded assets that
result from the customer's installation of on-site generation that reduces electricity purchases.
Many of these fees presume that customer should bear the full cost of any investment in
generation, transmission and distribution that the utility has made, even if the load reduction

-addresses resource constraints that would otherwise result in additional expenditures.

Terms and conditions of service is the other non-technical issue. This area includes rates charged
for supplemental power, standby power and capacity, and rate at which the utility will buy back
excess on-site generation. For example, some utilities have priced supplemental and standby
power at costs that approach that which they were receiving for supplying all the facilities power.
While PURPA qualifying facilities have recourse through FERC, other onsite generators have
only the state regulators to turn to.

Proposal

Federal legislation is needed to address these issues in a consistent manner across states. The
legislation should require that a local distribution utility interconnect a CHP facility with the
local distribution facilities if the owner complies with the IEEE standard and pays the directly
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related costs. The costs for such interconnection must be just and reasonable, and not unduly
discriminatory, as determined by the appropriate State regulatory authority, and shall be
comparable to the costs charged by such local distribution utility for interconnection by any other
similarly situated generating facility to the distribution facilities.

In addition, the CHP facility has a right to back-up power. If the local distribution utility is not
subject to an order of a State regulatory authority to provide open access to its distnbution
facilities or has not offered to provide open access to its distribution facilities or does not allow a
generating facility to purchase back-up power from another entity using the local distribution
utility's distribution facilities, the local distribution utility must offer to sell back-up power to the
CHP facility which has intrconnected with the utility and to do so at rates, terms, and conditions
that are just and reasonable and not unduly discriminatory or preferential, as determined by the
appropriate State regulatory authority, provided that a local distribution utility is not required to
offHcr-backuppower-forrcsal.to anyone other-than-thentity-for-which-thebac-kuppoweFis----
being purchased.

State's should also be mandated to exempt CHP facilities from exit fees that are not directly
related to service of the customer (e.g., service lines and transformers).

Precedents

The mandate adoption of national voluntary consensus standards related to interstate commerce
is well accepted precedent. In addition, PURPA mandated that qualifying facilities must be
granted non-discriminatory access to the local distribution utility for purchase of standby and
supplemental power, and for the purchase of excess power by the utility at reasonable rates.
Eleven states have exempted CHP facilities from all or most of these exit fees based on the

- greater public benefit that would result from the encouragement of CHP.

Impacts

It is difficult to assess the impact of this measure in isolation. Currently, CHP systems face
hurdles in both environmental permitting and utility interconnection. While the removal of one
barrier is likely to allow some projects to move forward; the removal of both barriers is required
to allow this efficient technology to compete fairly in the market place. With both barriers
removed, it has been projected that 50 GW of additional CHP capacity could be brought to
market by 2010. This CHP capacity would result in a cumulative savings of over 1.5 Quads, and
emissions reduction of 42.6 MIMT of carbon equivalent, 0.81 MMT of SO2, and 0.37 MMT of
NOx.'

:ACE3WEAL\ACE\CHMUtim oi) -cyid - .pd

1 Howard Geller,ct. al. 1998. Approaching the Kyoto Targets: Five Key Strategiesfor
the United States. Washington, DC: American Council for an Energy-Efficient Economy.
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American Gas Association

MEMORANDUM
March 22,2001

To: Joe Kelliber

Fr Darrell Henry

Re: AGA Energy Policy Principles.

I'm sure you may aleady have this iinfomabton, b here again are the AA energy
policy principles and additional background for your consideration as you work on the
Energy Task Force policy recommendations. We had a good meeting this morning with
Joe McMonigle and offered any assistance that AGA or the new coalition, which has
been formed to support the development of a comprehensive national energy policy,
could provide. I will follow up with you shortly on these recommendations and your
efforts for the task force.

c: Rick Shelby

400 North Capitol St, NW, Washington, DC 20001 * Telephone 202-824-7000, Fax 202-824-7115 * Web Site http:/www.aga.org
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American Gas Association
March 1,2001

Natural Gas Utilities
Recommendations for National Energy Policy

Overview

it is in the nation's best interest to cultivate and develop a varied portfolio of energy resources that

males the most of each fuers unique attributes and advantages. Natural gas is making a significant

contribution to meeting Americans' energy needs for an affordable, reliable energy resource. In order

to proviaAmcricans an energy lfui-lris-fiffofil embargoes and rolling power bliacouts, we

must now adopt a balanced national energy policy that recognizes the vital role of natural gas. Such a

policy provides the energy to ensure the prosperity of American families and businesses.

Future of Natural Gas in the United States

The United States relies on natural gas for one-fourth of its energy needs. Natural gas bums cleanr

than any other fossil fuel, is almost 100 percent North American and provides efficient, responsive

beat and energy for consumers. Because of the many advantages that natural gas offers Americans,

demand for natural gas could grow by as much as 60 percent in the first two decades of the 21"

century, according to projections by the Department of Energy and the American Gas Foundation -

but only if recommended policy changes are made.

Results of Greater Use of Natural Gas

The increased use of natural gas would provide numerous benefits for all Americans:

* Lower oil imports by 4.5 million barrels per day, providing national security.

· Provide Americans an extremely efficient use of energy, especially in its "direct" applications,

such as furnaces, water heaters, microturbines, desiccant debumidifiers and combined heat and

power.

· Supply needed relief to the over-burdened electric grid, along with greater reliability to businesses

and home offices, through new technologies which generate both heat and electricity and can be

sited closer to the consumer.

* Clean up the air by lowering carbon dioxide emissions by 930 million tons per year.

(Over for AGA's specific policy recommendations)

400 Norh Caphtol S, NW, Washingon, DC 20001 * Telephone 202-824-7000 Fx 202-824-7115 * Web She http:/Aww.aga.or9
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American Gas Association
March 1,2001

AGA's Recommendations for a National Energy Policy

* Protection of low-income consumers Expand current Low Income Home Energy Assistance

Program (IHF AP) and weatheriationifunding

· Expansion of natural gas infrastructure: Change the current tax depreciation schedule for

natural gas utility expenses to an accelerated 7-year scbedule. This will free up capital for natural

gas utilities to invest in new pipelines, storage facilities and upgrading the existing infastructur,

ensuring continued reliable service for all natural gas consumers. Also increase RD&D on natural

gas infrastructure reliability and safety; repeal lax on new customer connections (Contributions in

Aid of Construction.)

* Development of new natural gas technologies: Provide RD&D funding for new technologies to

produce, deliver and use natural gas in a highly-efficient amd safe manner, provide favorable tax

treatment for highly efficient end-use technologies; reduce or eliminate barriers to market entry.

* Increased energy efficiency: Provide funding to improve the energy efficiency of government

facilities and schools; RD&D and tax incentives for highly efficient technologies; policy

recognition of total energy efficiency.

* Adequate supplies of natural gas: North America has abundant supplies of natural gas. More

supply of natural gas means lower prices for consumers. AGA supports the recommendations by

natural gas producers for expanded access to federal land: for exploration and production; tax

provisions to stimulate domestic production; simplified agency review and permitting process.

- AGA-

American Gas Association (202) 824-7000
400 N. Capitol St., N.W, Suite 400, Washington, D.C. 200011
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American Gas Association

FEDERAL ENERGY POUCY PRINCIPLES

Preamble
Ample, reliable energy supply at affordable prices is key to providing economic and
national security for Americans. The American Gas Association (AGA) recognizes that,
while the United States has tremendous energy resources, America's current energy
supply and nfrastructure will not sustain our growing economy and we need to act now
to meet our country's energy needs for the 21" Century.

In order to continue to meet the energy needs of our unprecedented growing economy
and.provideaffordable_energy-for consumer sAmericawjleedtoutilizetaldomestic
fuels and energy sources efficiently. This is also the right approach for American
citizens who will benefit from more reliable and affordable energy from domestic energy
sources, cleaner air, and a stronger economy.

AGA is committed to working to enact a bipartisan, consensus, market-based national
energy strategy that will ensure the future security, comfort, and economic well being of
our nation's citizens by meeting their energy needs, without sacrificing the quality of our
environment. AGA will work with consumers, policy makers, and its partners in the
energy ir dustry to accomplish this goal.

Principles
To realize the goal of abundant energy supply for the 21s Century, America needs to
enact a market-based, federal energy strategy that would accomplish the following:

1. Meet Consumer Energy Needs
* Ensure safe. reliable and affordable energy supply for all American families

and businesses today and in the future
* Provide a balanced energy portfolio that promotes the wise use and efficient

use of al fuels
* Encourage necessary long-term energy supply and infrastructure investments
* Meet the needs of our growing economy and create and preserve American

jobs
* Seek market-based solutions that reduce regulatory uncertainty

2. Ensure the Quality of Our Environment
* Increase the use of new cleaner and more efficient energy technologies
* Enhance the development of renewable and cleaner energy sources
* Increase energy efficiency and energy conservation through sustainable

development and fair and balanced incentives and standards
* Ensure short-term energy and environmental policies support long-term goals

3. Increase our National Security
* Increase domestic energy supply
* Achieve greater energy independence through lower foreign oil imports

:I AFTF tegk )nCEGISLATWE PRMNCPLES Finl.oc JarWy 9. ZO1
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I March, 2001
09:29

RECOMMENDED NATURAL GAS UTILITY PROVISIONS
FOR INCLUSION IN

NATIONAL ENERGY POLICY LEGISLATION

Goals:

To decrease America's dependence on foreign oil to fifty percent of oil consumption by the year
2010 by conserving energy resources, improving energy efficiencies, increasing domestic energy
supplies, and enhancing the use of renewable energy resources.

To accommodate and facilitate development of an expanded direct use natural gas market for
residential, commercial, and industrial consumers, which would benefit the nation through
increased economic and energy efficiency, enhanced energy security resulting from reduced
dependence on imported oil, and improved environmental quality as a result of lower emissions of
CO2 and pollutants.

Key Legislative Components of the Bill

TITLE I-PROVISIONS TO ENHANCE THE USE OF DOMESTIC ENERGY
RESOURCES.

Section 101. National Academy of Sciences Study of Exploration and Production.

Direct the National Academy of Sciences to perform a cost-benefit analysis with
respect to utilizing the domestic natural gas resource base to reduce oil-import dependence
and to assess the role of new technological developments in the exploration and production
process. In making its cost-benefit analysis, NAS must include new exploration and
production technologies as a part of the algorithm tested to determine the net benefits of
providing access to additional domestic gas resources.

TITLE II-PROVISIONS TO FACILITATE RENEWAL AND EXPANSION OF
DOMESTIC ENERGY INFRASTRUCTURE.

Section 201. Office of National Energy Policy.

(a) Create, within the Executive Office of the President, an Office of National
Energy Policy, which will be directed to coordinate and expedite actions of executive-
branch agencies and independent agencies to implement national energy policy as
expeditiously as possible. The Office shall be directed to coordinate and expedite the
actions of these agencies to reduce dependence on foreign oil to fifty percent of
consumption, to conserve energy resources, to improve energy efficiencies, to increase
domestic energy supplies, to increase energy infrastructure to meet America's energy needs,
and to enhance the use of renewable resources. The Office will be empowered to work with
relevant state agencies to achieve these goals and shall specifically address state concerns
with respect to federal impediments to achieving these goals as well as encouraging
solutions to state impediments to achieving these goals.

Page 1 03/01/01
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(b) The Office will be empowered to coordinate and expedite decision-making on
permitting processes for development of the pipeline and gas distibution infrastructure
necessary to sustain projected natural gas demand in the year 2010. The Office shall be
empowered to issue, by rule or order, binding deadlines for completion of required agency
actions and to provide that failure to act within the deadlines specified shall be deemed to
be approval of the pending application.

(c) The Office will be empowered to enter into consultations with officials of
Canada and Mexico with regard to energy issues of mutual concern.

Section 202. Report by Office of National Energy Policy.

Direct the Office of National Energy Policy, within 6 months, to prepare and deliver
to the President and Congress a report assessing existing impediments to development of
the domestic energy infrastructure necessary to sustain projected energy demand in the year
2010. The report shall include, among other things, an identification oftose impediments
that may be overcome by federal administrative action and those impediments that require
legislative action.

Section 203. Interagency Working Group on Natural Gas.

Establish, within the Office of National Energy Policy, an Interagency Working
Group on Natural Gas to produce a biannual report setting forth a policy and strategy
relating to expanding natural gas usage. The Working Group will consult with cognizant
state agencies to receive their views with respect to such a strategy.

Section 204. Interagency Task Force on Exploration and Production on Federal Lands.

Establish, within the Office of National Energy Policy, an Interagency and
Intergovernmental Task Force on Energy and Federal Lands to streamline regulation of
exploration and production on federal lands (including federal waters and the Outer
Continental Shelf), while protecting the environment.

The task force shall, within 6 months, prepare and deliver a report to the President
and Congress assessing existing impediments to development of the domestic natural gas
resource base on federal lands. The report shall include, among other things, an
identification of those impediments that may be overcome by federal administrative action
and those impediments that require legislative action.

Section 205. Interagency Agreement on Energy Infrastructure.

Direct the Federal Energy Regulatory Commission and all other federal agencies
involved in the environmental review of interstate pipeline applications to enter into an
interagency agreement to expedite processing of applications, including deadlines for each
agency to comlnete its required actions. Failure of an agency to complete its review by the
deadline shall be deemed to be assent to the project.
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Section 206. Reduction of Infrastrocture Lead Times.

Reduce infrastructure lead-times and federal impediments of state siting through
regulatory reform of federal agencies.

Section 207. Increased Funding for Infrastructure Safety and Reliability.

Increase funding on RD&D to enhance pipeline and distribution infrastructure safety
and reliability to optimize utilization of pipeline and distribution infrastructure, and to
increase the operational efficiency of pipeline and distribution infrastructure.[S. 3002.]

TITLE m-PROVISIONS TO ESTABLISH COMPREHENSIVE, BALANCED AND
EQUITABLE EFFICIENCY AND ENVIRONMENTAL REGULATIONS.

-Seeto301.-Congressional-Findings.

Congress finds that it is the policy of the United States to reduce the reliance upon
foreign-source energy (i.e. energy produced outside North America), to encourage reliance
upon energy produced in North America, and to improve the energy efficiency of the
United Stales as a whole. Furthermore, Congress finds that it is the policy of the United
States, in implementing energy efficiency measures, to consider principally, but not
exclusively, the total energy consumed in an application.

Section 302 Energy Efficiency Programs.

Direct DOE and other agencies to reexaminc current efficiency and environmental
regulations in light of the stated national energy policy. Charge DOE with placing priority
in energy efficiency rulemaking, analysis of energy efficiency policies, and all codes and
standards activities on energy efficiency as measured over the full fuel cycle (i.e. Total
Energy Efficiency), including air emissions of criteria air pollutants and carbon dioxide and
on cost effectiveness of alternatives for achieving efficiency targets.

Section 303. Cost Effectiveness and Economic Justification.

Direct DOE and other agencies to review current regulations and assess future
regulations to ensure that the costs and benefits of each energy option are accurately
assessed. Provide specific guidance for DOE's consideration of cost effectiveness and
economic justification of energy efficiency regulations and standards, including cost-benefit
analysis, stakeholders to be addressed, and fuel competitiveness issues. Much of this section
would codify and clarify DOE procedures currently covered by regulations (e.g., the 1996
"Process Improvement Rule"), but which provide considerable ambiguity on the specifics
of compliance.
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Section 304. Voluntary Standards.

Revise and define the role of DOE staff, national laboratories, and contractors in
regard to model codes and voluntary standards to reduce undue federal government
influence. Revise the roles of voluntary standards (including ASHRAE standards) in energy
policy and the role of DOE in establishing minimum efficiency standards for equipment and
buildings to gain more equitable treatment of natural gas end use options.

TITLE IV-PROVISIONS TO PROTECT CONSUMERS AND LOW-INCOME FAMILIES
AND ENCOURAGE ENERGY EFFICIENCY.

Section 401. Extend and Increase Funding for LIHEAP Program.

(a) Extend the LHEAP program from 2001 to 2006, increase the base authorization
from $2 billion to $3 billion annually, and increase emergency funds authorization from
$]OOmillion biion annually.

(b) For years subsequent to 2001, ensure that LIHEAP funding tracks changes in
low-income consumer fuel costs by increasing the authorization specified in Section 401(a),
in formulaic fashion, tacking increases in Energy Information Administration short-term
forecasts of residential beating costs.

Section 402. Government Building Energy Efficiency.

Authorize $500 million per year for 5 years for capital improvements, including
distributed energy resources and natural gas systems, to modernize government facilities
through the installation of sustainable energy systems, especially to replace energy systems
that ar older, less energy efficient and less environmentally sensitive, including high
efficiency and renewable energy systems. Sustainable energy systems funded with this
authorization must be cost effective as well as environmentally beneficial.

Section 403. Energy Efficiency of School Buildings.

Reauthorize DOE program to increase energy efficiency in school buildings and
provide funds to switch buildings to the most economical and efficient energy source.

Section 404. Conversion of Federal Facilities from Oil-Fueled to Gas-Fired

Authorize federal funds to convert federal buildings and other facilities from fuel oil
to natural gas.
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TITLE V-TAX PROVISIONS TO ENHANCE THE USE OF CLEAN AND DOMESTIC
ENERGY RESOURCES AND TO IMPROVE ENERGY EFFICIENCY.

Section 501. Tax Incentives For Environmental Preservation And Other Costs Associated With
Siting and Construction of Energy Infrastructur.

(a) Allow current-year deduction of costs for environmental scoping and preparation
of enviro ntal impact statements and studies for new gas distribution, storage, and
transmission infrastructure.

(b) Allow three-year accelerated depreciation for environmental mitigation and
related actions for new gas distribution, storage, and transmission infrastructure

(c) Allow seven-year accelerated depreciation for other costs of new gas
-daltisubtion, siorage, and Uansission infrasr__e_.

Section 502. Tax Incentives For Clean, High-Efficiency, Distributed Energy Resources.

(a) Provide tax credits for distributed energy resources, including but not limited to
natural gas fuel cells, microturbines, turbines, reciprocating engines, and natural gas cooling
and dessicant systems. For natural gas fuel cells, microurbines, turbines, and reciprocating
engines, tax credits would be available only for units that are highly efficient and
comparatively environmentally beneficial.

(b) Revise depreciation schedules for distributed energy resources and combined
heat and power to provide for seven-year depreciation. "Distributed energy resources" for
purposes of this section is not limited to particular technologies; instead, electric generation
of any type shall qualify so long as approximately fifty percent of the power generated is
consumed at the site of the generation, or within reasonable proximity of the site of
generation, and the facility has a capacity of 5Mw or less.

Section 503. CIAC Repeal.

Remove lax associated with homes and businesses connecting to a utility to receive
natural gas.

Section 504. Deduction For Costs of Storing Natural Gas.

Allow deduction of certain expenses associated with the storage of natural gas,
including liquefaction facilities and propane-air injection facilities.

Section 505. Tax Incentives for Natural Gas Transportation.

Provide tax credits for NGVs and alternative transportation fuels, including
infrastructure required to serve these alternatives.

Section 506. Tax Normalization.

Normalize the treatment of the revised tax provisions in the bill.
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TITLE VI-PROVISIONS TO EXPAND THE USE OF NEW NATURAL GAS
TECHNOLOGIES.

Section 601. Energy Research, Development, and Demonstration Funding.

(a) Increase federal funding for research, development, and demonstration for
sustained and improved natural gas system reliability and integrily, infrastructure
expansion, and reasonable natural gas prices and rapid commercialization of new on-site
natural-gas equipment advances that would provide lower emissions, greater North
American energy reliability, and sustain America's leadership in energy technologies

(b) Utilize ten percent of the federal share of royalties received for production from
new federal lands opened to exploration and production to support research, development.
and demonstration. This funding will, in aggregate, be subject to a stated dollar cap.
Approximately half of these royalties will be designated to support exploration and
production RD&D, and half of these royalties shall be designated to support distribution
and transmission RD&D.

(c) Authorize for each of the fiscal years 2001-2006 federal funding for natural gas
research, development, and demonstration of $600 million annually.

Section 602. Periodic Review of Energy Regulations to Accommodate New Technologies.

Direct federal government agencies to review existing rules and standards
periodically to ensure that promising technologies, such as distributed energy resources that
offer diversity of supply and other benefits are not discourage from market entry.

TITLE VI--PROVISIONS TO SUPPORT AND ENCOURAGE ENHANCED DOMESTIC
NATURAL GAS EXPLORATION AND PRODUCTION

AGA supports legislative initiatives to increase the production of natural gas from
current sources and to bring forth enhanced production from new and potential sources of
domestic natural gas supply.
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American Gas Association

MEMORANDUM
March 22, 2001

To: Joe McMonigle

Fr: Darell Henry

Re: AGA Legislative Policy Principles.

Thanks for meeting with Charlie Fritts and me this morning. As promised, here are the
AGA Legislative Policy Principles your work on the Energy Task Force policy
recommendations. I also sent a copy to Joe Kelliher. Please call me, 202-8247219, if
you have any questions or if we can provide any assistance for the Secretary's efforts.

c: Charlie Fritts

400 North Capitol St. NW, Washington. DC 20001 * Telephone 202-824-7000, Fax 202-824-7115 · Web Site htp-J/www. ga.org
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r 4
American Gas Association

March 1, 2001

Natural Gas Utilities
Recommendations for National Energy Policy

Overview

It is in the nation's best interest to cultivate and develop a varied portfolio of energy resources that

makes the most of each fuel's unique attributes and advantages. Natural gas is making a significant

contribution to meeting Americans' energy needs for an affordable, reliable energy resource. In order

to provide Ameicans an energy future ta-ii-s-e ofoil embargoes and rolling power blckouts, we

must now adopt a balanced national energy policy that recognizes the vital role of natural gas. Such a

policy provides the energy to ensure the prosperity of American families and businesses.

Future of Natural Gas in the United States

The United States relies on natural gas for one-fourth of its energy needs. Natural gas bums cleaner

than any other fossil fuel, is almost 100 percent North American and provides efficient, responsive

heat and energy for consumers. Because of the many advantages that natural gas offers Americans,

demand for natural gas could grow by as much as 60 percent in the first two decades ofthe 21"

century, according to projections by the Department of Energy and the American Gas Foundation -

but only if recommended policy changes are made.

Results of Greater Use of Natural Gas

The increased use of natural gas would provide numerous benefits for all Americans:

· Lower oil imports by 4.5 million barrels per day, providing national security.

* Provide Americans an extremely efficient use of energy, especially in its "direct" applications;

such as furnaces, water heaters, microturbines, desiccant dehumidifiers and combined heat and

power.

* Supply needed relief to the over-burdened electric grid, along with greater reliability to businesses

and home offices, through new technologies which generate both heat and electricity and can be

sited closer to the consumer.

* Clean up the air by lowering carbon dioxide emissions by 930 million tons per year.

(Over for AGA's specific policy recommendations)

400 North Capitol St., NW,Washington, DC 20001 * Telephone 202-8247000, Fax 202-24-7115 * Web Sihe hntpJww.aga.ofg
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American Gas Association
March 1, 2001

AGA's Recommendations for a National Energy Polic

* Protection of low-income consumers: Expand current Low Income Home Energy Assistance

Program (IHEAP) and weathrizatlon ig.

* Expansion of natural gas infrastructure: Change the current tax depreciation schedule for

natural gas utility expenses to an accelerated 7-year schedule This will free up capital for natural

gas utilities to invest in new pipelines, storage facilities and upgrading the existing infrastructure;

ensuring continued reliable service for all natural gas consumers. Also increase RD&D on natural

gas infrastructure reliability and safety, repeal tax on new customer connections (Contributions in

Aid of Construction.)

* Development of new natural gas technologies: Provide RD&D funding for new technologies to

produce, deliver and use natural gas in a highly-efficient and safe manner, provide favorable tax

treatment for highly efficient end-use technologies; reduce or eliminate barriers to market entry.

* Increased energy efficiency: Provide funding to improve the energy efficiency of government

facilities and schools; RD&D and tax incentives for highly efficient technologies; policy

recognition of total energy efficiency.

* Adequate supplies of natural gas: North America has abundant supplies of natural gas. More

supply of natural gas means lower prices for consumers. AGA supports the recommendations by

natural gas producers for expanded access to federal lands for exploration and production; tax

provisions to stimulate domestic production; simplified agency review and permitting process.

- AGA-

American Gas Association (202) 824-7000
400 N. Capitol St., N.W., Suite 400, Washington, D.C. 20001
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American Gas Association

FEDERAL ENERGY POUCY PRINCIPLES

Preamble
Ample, reliable energy supply at affordable prices is key to providing economic and
national security for Americans. The American Gas Association (AGA) recognizes that,
while the United States has tremendous energy resources, America's current energy
supply and infrastructure will not sustain our growing economy and we need to act now
to meet our country's energy needs for the 21" Century.

In order to continue to meet the energy needs of our unprecedented growing economy
and provide affordableenergy-lo eonsurners -America-will need to-utilize all-domestic
fuels and energy sources efficiently. This is also the right approach for American
citizens who wil benefit from more reliable and affordable energy from domestic energy
sources, cleaner air, and a stronger economy.

AGA is committed to working to enact a bipartisan, consensus, market-based national
energy strategy that will ensure the future security, comfort, and economic well being of
our nation's citizens by meeting their energy needs, without sacrificing the quality of our
environment. AGA will work with consumers, policy makers, and its partners in the
energy industry to accomplish this goal.

Principles
To realize the goal of abundant energy supply for the 21s' Century, America needs to
enact a market-based, federal energy strategy that would accomplish the following:

1. Meet Consumer Energy Needs
* Ensure safe, reliable and affordable energy supply for al American families

and businesses today and in the future
* Provide a balanced energy portfolio that promotes the wise use and efficient

use of all fuels
* Encourage necessary long-term energy supply and infrastructure investments
* Meet the needs of our growing economy and create and preserve American

jobs
* Seek market-based solutions that reduce regulatory uncertainty

2. Ensure the Quality of Our Environment
* Increase the use of new cleaner and more efficient energy technologies
* Enhance the development of renewable and cleaner energy sources
* Increase energy efficiency and energy conservation through sustainable

development and fair and balanced incentives and standards
* Ensure short-term energy and environmental policies support long-term goals

3. Increase our National Security
* Increase domestic energy supply
* Achieve greater energy independence through lower foreign oil imports

L:G FTF Legis on'EGtSLATvE PRDCPLES Fal.doc Januay 9.2001
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1 March, 2001
09:29

RECOMMENDED NATURAL GAS UTILITY PROVISIONS
FOR INCLUSION IN

NATIONAL ENERGY POLICY LEGISLATION

Goals:

To decrease America's dependence on foreign oil to fity percent of oil consumption by the year
2010 by conserving energy resources, improving energy efficiencies, increasing domestic energy
supplies, and enhancing the use of renewable energy resources.

To accommodate and facilitate development of an expanded direct use natural gas market for
residential, commercial, and industrial consumers, which would beefit the nation hrough__
increased economic and energy efficiency, enhanced energy security resulting from reduced
dependence on imported oil, and improved environmental quality as a result of lower emissions of
CO2 and pollutans.

Key Legislative Components of the Bill

TITLE I-PROVISIONS TO ENHANCE THE USE OF DOMESTIC ENERGY
RESOURCES.

Section 101. National Academy of Sciences Study of Exploration and Production.

Direct the National Academy of Sciences to perform a cost-benefit analysis with
respect to utilizing the domestic natural gas resource base to reduce oil-import dependence
and to assess the role of new technological developments in the exploration and production
process. In making its cost-benefit analysis, NAS must include new exploration and
production technologies as a part of the algorithm tested to determine the net benefits of
providing access to additional domestic gas resources.

TITLE 1--PROVISIONS TO FACILITATE RENEWAL AND EXPANSION OF
DOMESTIC ENERGY INFRASTRUCTURE.

Section 201. Office of National Energy Policy.

(a) Create, within the Executive Office of the President, an Office of National
Energy Policy, which will be directed to coordinate and expedite actions of executivc-
branch agencies and independent agencies to implement national energy policy as
expeditiously as possibe. The Office shall be directed to coordinate and expedite the
actions of ithese agencies to reduce dependence on foreign oil to fifty percent of
consumption, to conserve energy resources, to improve energy efficiencies, to increase
domestic energy supplies, to increase energy infrastmctue to meet America's energy needs,
and to enhance the use of rnewab resources. The Office will be empowered to work with
relevant state agencies to achieve these goals and shall specifically address state concerns
with respect to federal impediments to achieving these goals as well as encouraging
solutions to state impediments to achieving these goals.

Page 1 03/01/01

41

DOE002-0051



(b) The Office will be empowered to coordinate and expedite decision-making on
pennitting processes for development of the pipeline and gas distribution infrastructunr
necessary to sustain projected natural gas demand in the year 2010- The Office shall be
empowered to issue, by rule or order, binding deadlines for completion of required agency
actions and to provide that failure to aci within the deadlines specified sball be deemed to
be approval of the pending application.

(c) The Office will be empowered to enter into consultations with officials of
Canada and Mexico with regard to energy issues of mutual concern.

Section 202. Report by Office of National Energy Policy.

Direct the Office of National Energy Policy, within 6 months, to prepare and deliver
to the President and Congress a report assessing existing impediments to development of
the domestic energy infrastructure necessary to sustain projected energy demand in the year
201 0.-The report-shall-inclodcanong-oothr-things- an-identification-of- thoscijmpedients
that may be overcome by federal administrative action and those impediments that require
legislative action.

Section 203. Interagency Working Group on Natural Gas.

Establish, within the Office of National Energy Policy, an Interagency Working
Group on Natural Gas to produce a biannual report setting forth a policy and strategy
relating to expanding natural gas usage. The Working Group will consult with cognizant
state agencies to receive their views with respect to such a strategy.

Section 204. Interagency Task Force on Exploration and Production on Federal Lands.

Establish, within the Office of National Energy Policy, an Interagency and
Intergovernmental Task Force on Energy and Federal Lands to streamline regulation of
exploration and production on federal lands (including federal waters and the Outer
Continental Shelf), while protecting the environment.

The task force shall, within 6 months, prepare and deliver a report to the President
and Congress assessing existing impediments to development of the domestic natural gas
resource base on federal lands. The report shall include, among other things, an
identification of those impediments that may be overcome by federal administrative action
and those impediments that require legislative action.

Section 205. Interagency Agreement on Energy nfrastucture.

Direct the Federal Energy Regulatory Commission and all other federal agencies
involved in the environmental review of interstate pipeline applications to enter into an
interagency agreement to expedite processing of applications, including deadlines for each
agency to complete its required actions. Failure of an agency to complete its review by the
deadline shall be deemed to be assent to the project.
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Section 206. Reduction of Infrastructure Lead Times.

Reduce infrastructure lead-imes and federal impediments of state siting through
regulatory reform of federal agencies.

Section 207. increased Funding for Infrastructure Safety and Reliability.

Increase funding on RD&D to enhance pipeline and distribution infrastnicture safety
and reliability to optimize utilization of pipeline and distribution infrastructure, and to
increase the operational efficiency of pipeline and distribution infrastructure. S. 3002.)

TITLE 111-PROVISIONS TO ESTABLISH COMPREHENSIVE, BALANCED AND
EQUITABLE EFFICIENCY AND ENYIRONMENTAL REGULATIONS.

Section 301. Congressional Findings.

Congress finds that it is the policy of the United States to reduce the reliance upon
foreign-source energy (i.e. energy produced outside North America), to encourage reliance
upon energy produced in North America, and to improve the energy efficiency of the
United States as a whole. Furthernnore, Congress finds that it is the policy of the United
Slates, in implementing energy efficiency measures, to consider principally, but not
exclusively, the total energy consumed in an application.

Section 302. Energy Efficiency Programs.

Direct DOE and other agencies to reexamine current effciency and environmental
regulations in light of the stated national energy policy. Charge DOE with placing priority
in energy efficiency rulemaking, analysis of energy efficincy policies, and all codes and
standards activities on energy efficiency as measured over the full fuel cycle (i.e., Total
Energy Efficiency), including air emissions of criteria air pollutants and carbon dioxide and
on cost effectiveness of alternatives for achieving efficiency targets.

Section 303. Cost Effectiveness and Economic Justification.

Direct DOE and other agencies to review current regulations and assess fuure
regulations to ensure that the costs and benefits of each energy option are accurately
assessed. Provide specific guidance for DOE's consideration of cost effectiveness and
economic justification of energy efficiency regulations and standards, including cost-benefit
analysis, stakeholders to be addressed, and fuel competitiveness issues. Much of this section
would codify and clarify DOE procedures currently covered by regulations (c.g, the 1996
"Process Improvement Rule"), but which provide considerable ambiguity on the specifics
of compliance.
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Section 304. Voluntary Standards

Revise and define the role of DOE staff, national laboratorics and contractors in
regard to model codes and voluntary standards to reduce undue federal government
influence_ Revise the roles of voluntary standards (including ASHRAE standards) in energy
policy and the role of DOE in establishing minimum efficiency standards for equipment and
buildings to gain more equitable treatment of natural gas end use op6ons.

TITLE IV-PROVISIONS TO PROTECT CONSUMERS AND LOW-INCOME FAMILIES
AND ENCOURAGE ENERGY EFFICIENCY.

Section 401. Extend and Increase Funding for LIHEAP Program.

(a) Extend the LIHEAP program from 2001 to 2006, increase the base authorization
from $2 billion to $3 billion annually, and increase emergency funds authorization from

i$6-mlliion to S1billio6ianniua-l y. --

(b) For years subsequent to 2001, ensure that LIHEAP funding tracks changes in
low-income consumer fuel costs by increasing the authorization specified in Section 401(a),
in formulaic fashion, tracking increases in Energy Informalion Administration short-trm
forecasts of residential beating costs.

Section 402. Government Building Energy Efficiency.

Authorize $500 million per year for 5 years for capital improvements, including
distributed energy resources and natural gas systems, to modernize government facilities
through the installation of sustainable energy systems, especially to replace energy systems
that are older, less energy efficient and less environmentally sensitive, including high
efficiency and renewable energy systems. Sustainable energy systenms funded with this
authorization must be cost effective as well as environrnentally beneficial.

Section 403. Energy Efficiency of School Buildings.

Reauthorize DOE program to increase energy efficiency in school buildings and
provide funds to switch buildings to the most economical and efficient energy source.

Section 404. Conversion of Federal Facilities from Oil-Fueled to Gas-Fired

Authorize federal funds to convert federal buildings and other facilities from fuel oil
to natural gas.
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TITLE V-TAX PROVISIONS TO ENHANCE THE USE OF CLEAN AND DOMESTIC
ENERGY RESOURCES AND TO IMPROVE ENERGY EFFICIENCY.

Section 501. Tax Incentives For Environmental Preservation And Other Costs Associated With
Siting and Construction of Energy Infrastructure.

(a) Allow current-year deduction of costs for environmental scoping and preparation
of environmental impact statements and studies for new gas distribution, storage, and
transmission infrastructure.

(b) Allow three-year accelerated depreciation for environmental mitigation and
related actions for new gas distribution, storage, and transmission infrastructure.

(c) Allow seven-year accelerated depreciation for other costs of new gas
distribution, storage, and transmission infrastructure.

Section 502. Tax Incentives For Clean, Higb-Efficiency, Distributed Energy Resources.

(a) Provide tax credits for distributed energy resources, including but not limited to
natural gas fuel cells, microturbines, turbines, reciprocating engines, and natural gas cooling
and dessicant systems. For natural gas fuel cells, microturbines, turbines, and reciprocating
engines, lax credits would be available only for units that are highly efficient and
comparatively environmentally beneficial.

(b) Revise depreciation schedules for distributed energy resources and combined
heat and power to provide for seven-year depreciation. "Distributed energy resources" for
purposes of this section is not limited to particular technologies; instead, electric generation
of any type shall qualify so long as approximately fifty percent of the power generated is
consumed at the site of the generation, or within reasonable proximity of the site of
generation, and the facility has a capacity of 5Mw or less.

Section 503. CIAC Repeal.

Remove tax associated with homes and businesses connecting to a utility to receive
natural gas.

Section 504. Deduction For Costs of Storing Natural Gas.

Allow deduction of certain expenses associated with the storage of natural gas,
including liquefaction facilities and propane-air injection facilities.

Section 505. Tax Incentives for Natural Gas Transportation.

Provide tax credits for NGVs and alternaive transportation fuels, including
infrastruture required to serve these alternatives.

Section 506. Tax Normalization.

Normalize the treatment of the revised tax provisions in the bill
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TITLE VI-PROVISIONS TO EXPAND TIlE USE OF NEW NATURAL GAS
TECHNOLOGIES.

Section 601. Energy Research, Development, and Demonstration Funding.

(a) Increase federal funding for research, development, and demonstration for
sustained and improved natural gas system reliability and integrity, infrastructure
expansion, and reasonable natural gas prices and rapid commercialization of new on-site
natural-gas equipment advances that would provide lower emissions greater North
American energy reliability, and sustain America's leadership in energy technologies.

(b) Utilize len percent of the federal share of royalties received for production from
new federal lands opened to exploration and production to support research, development,
and demonstration. This funding will, in aggregate, be subject to a stated dollar cap,
Approximately half of these ryaltis will be designated to spport exploratii and
production RD&D, and half of these royalties shall be designated to support distribution
and transmission RD&D.

(c) Authorize for each of the fiscal years 2001-2006 federal funding for natural gas
research, development, and demonstration of $600 million annually.

Section 602. Periodic Review of Energy Regulations to Accommodate New Technologies.

Direct federal government agencies to review existing rules and standards
periodically to ensure that promising technologies, such as distributed energy resources that
offer diversity of supply and other benefits are not discourage from market entry.

TITLE VIU-PROVISIONS TO SUPPORT AND ENCOURAGE ENHANCED DOMESTIC
NATURAL GAS EXPLORATION AND PRODUCTION

AGA supports legislative initiatives to increase the production of natural gas from
current sources and to bring forth enhanced production from new and potential sources of
domestic natural gas supply.
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Green Mountain Energy-
Chooe wisely. It's a small planet..

April 12, 2001

Mr. Joseph T. Kelliher
Senior Policy Advisor
Office of the Secretary
U.S. Department of Energy '
Room 7B-252
Iol-independaiccAvce.tW -S-W -- - -
Washington, D.C. 20585

Dear Mr. Kelliber

Green Mountain Energy Company greatly appreciated the opportinity to meet with you last week
to discuss the development of national energy policy. As a follow-up to that meeting, we would
like to provide in writing some information about Green Mountain Energy and a few thoughts
regarding competition in the electric industry as a key component of our national energy strategy.

Since its inception in 1997, Green Mountain Energy Company has been committed to using the
power of customer demand to help change the way power is made. As a result of its activities in
competitive markets to date, the company has spurred the development of several new renewable
energy projects, including one of the largest wind farms on the East coast, the first new wind
turbines to be built as a result of customer demand in California, and the largest solar array in the
San Francisco Bay area

Green Mountain Energy currently supplies cleaner and renewable electricity to residential,
business and government consumers in California, Pennsylvania, New Jersey and Connecticut,
and we plan to expand nationwide as more stales open their enirgy markets to competition'
Near-team plans include entering the Texas market when the state begins its pilot program in
June,-2001, and starting service in September, 2001, to over 400,000 residential customers in
Ohio pursuant to a-six-year agreement with the Northeast Ohio Public Energy Council
("NOPEC"), a public electricity buying group which represents bouseholds across eight Ohio
counties. ..

Green Mountain Energyfirmly believes that effective competition in the electric industry can
produce benefits for even the smallest customers and is part of the solution to, rather than the
cause of, current problems in the western wholesale power -mrkets. We also believe that -
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Mr. Joseph T. Keher -2- April 12, 2001

-. competition can be an important complement to responsible policy initiatives in support of the
-avironment. Competition presents the opportunity for choice, and choices available in
competitivc energy markets today include products that are significantly cleaner and higher in
rerewable content than traditional system poier. Moreover, expeience in imarkets to date clearly
demonstrates that a significant percentage of switching customers will choose cnergy poduc
based on their environmental characteristics as well as price. In addition, in several situations
where significant blocks of customers were up for bid, Green Mountain Enerag, at least, has been
able to bid successfully with energy products that are significantly cleaner than systmn average -
.power. In sort, the potential for the market to impact how power is made in the fuure is
significant, ad.grows as consumers become more educated about the environmenial
-ionsequences of alternative power generation sources.

Thepotential economic-and environmental benefits of competition, however, will not be realized
without support and.leadership from policyralkers This is a-critical time for the competitive
cnergy industry. Recent evcts in California, high prices in wholesale markets across the country,
less-than-effective federal regulation of the interstate transmssion grid, and a variety of flawed
state restcnturing programs arc making it incrisingly difficult for competitive suppliers to
deliver to customers'the benefits that:would flow from fee ad fair competition. A number of
states are delaying theirrestructuring programs or considering price control measures that are
likcly to kill off the competition fhat would provide the best long-term protection for customers.
Leadership is needed now on the federal level to address directly the obstacles to competition
that are within the federal government's control, and to provide guidance and encouragement to
the states to address effectively those issues within their jurisdicion. We urge the Administration
to provide that leadership as pail of its national energy policy.

Specifically, we urge that the national energy policy, at a minimum, incoorpate the following
two elements with respect to electric industry restructuring:

: . ..

* Support for federal legislation that 1) assures a robust interstate transmission grid,
* . 2) darifies federal/state authority over the interstate grid, and 3) mandates effient

interconnection with the transmission grid. These issues are addiessed in a recent letter
to you from the Electric Power Supply Assocation, of whicb Green Mountain Energy is a
member. We winl hot repeat its discussion of the issues ere, but commend EPSA's letter
for your consideration. - .

* * 'Encouragement ot, and srpport for, retail eectric competition. As descnbed above, it
is. important that the states and the public hear that effective competition in the energy

:. . - industry, at both the wholesale ard retail levels, will benefit customers and is part of this
- ;- nation's energy policy. There is much that the federal government could do now to

pronmot comnpetition by, for instance, rationalizing a hodgepodge of slate rules and .
procedues, limiting monopoly functions, and providing tax incentives for restructuring
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investmings. But even if, as many have suggested, the tzie is not right politically for
federal action effecting tail electric restructuring, it is.still possble to set a broad
direction and bein plotting a course toward full compeition. Curriitly, the Federal
Trade Commission, at the request of Congress, is considering comments and developing a
report on what is working and what is not in retail elctric'competition programs, and on
what additional federal legislation or reglation might be desirable. Green Mountain

- .. ergy urs the Administration to ensure that this is a seious effort, and to utilize, the
resulting FTC jeport to inform further direct federal action and/or to prtSs states to reform
existing progams and impl ment new programs that will bring the benefts of

. . - .competition to customers. Tic FTC has played the role of advocate and expert advisor to.
states before, and might productively play such a role with respect to'retail electric
comptition.

Of course, as a marketer ofind advocate for renewable energy, Greeq Mountain Energy also
,urges the Administratioa's aggressive support for renewable energy as part of our national energy..
strategy.

Thank you again for the opportunity to meet and to provide you with our vicws on electric
restructuring and national energy strategy. We are, of course, av'ilable to discuss these issues in
greater detail at any time.

Sincerely,

Karen O'Neill
Vice President, New Markets

. Green Mountain Energy Company

* - * ' .-. ' . . .

... . .

, .* I
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C _SX*f1--- 1~~~~ QSuie 560 Nsat ace '
1331 Pensytlvia Avoe. NW.
Washgton. D.C. 20004

Amod . Havens
Vre President - Federal Affairs

March 5, 2001

Mr. Joe Kelliher
Senior Policy Analyst
U.S. Department of Energy
Room 7B-252
1000 Independence Avenue, SW

-- Washington, DC 20585 _ --- --------

Dear Joe,

John Snow and I very much appreciated the opportunity to visit with Secretary
Abraham and you to share our thoughts on the importance of developing and
implementing a broad-based energy policy that maximizes the use of abundant domestic
fuel sources including coal.

We also appreciated the chance to discuss the need to eliminate the unjustified
43 cents-per-gallon deficit reduction fuel tax that the rail and barge industries continue to
pay into the general funds of the Treasury.

Given how fuel efficient railroads are, the elimination of the tax would have both
fuel savings and environmental benefits (see attachment).

Once you have had the chance to review the attachment I would be happy to
respond to any questions you may have.

Again, many thanks for your time and consideration.

Sincerely,

attachment

Te.epho: (202) 783-124 * Facsiie: (202) 783-5929
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Energy-Related Benefits of Eliminating the 4.3 Cents Per Gallon
Deficit Reduction Tax on Railroad Fuel

1. Coal is an abundant energy source which plays a vital role in the .S. economy. In
addition to its use for industrial purposes, including the production of iron and steel,
coal is the source of more than half of our nation's electricity. And coal will be
increasingly important in meeting America's future energy demands and energy
independence - the U.S. Department of Energy projects demand for U.S. coal to grow
from 20 percent to 38 percent over the next 15 years. Because freight railroads
handle 65 percent of all coal transported in the United States, their ability to offer
efficient, economical, and safe transportation is critical to America's energy outlook.

The annual $174 million cost reduction produced by the elimination of the 4.3 cents
.pcr gallon-deficitreduction ful tax wouldgreatlyassist freightrailroads in .
responding to our nation's energy transportation needs. Over the next 10 years, these
savings would enable railroads to make needed investments such as the following:

* Augment their locomotive and freight car fleets used in the transportation of coal.
By adding one new locomotive for every eight currently in coal service or one
additional coal freight car for every five currently hauling coal.

* More readily fmud the heavy costs of track and signaling expansion - which can
amount to millions of dollars per mile - needed to create the increased rail
capacity required to accommodate the higher volumes of rail-transported coal.

2. The deficit reduction fuel tax on railroads and barges artificially increases their
operating costs. Elimination of the tax would allow these modes to compete more
effectively with motor carrirs based upon actual price, service, and other competitive
factors. Because freight railroads are, on average, three times more fuel efficient than
trucks, according to the Environmental Protection Agency, the elimination of the tax
would allow more traffic to move by rail as competitive forces dictated, thereby
producing both fuel savings and environmental benefits that would result from rail's
greater fuel efficiency.

3. Elimination of the deficit reduction fuel tax would allow railroads to continue
investment in research which has the goal of reducing locomotive emissions and
increasing locomotive fuel efficiency.
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AARP

February 12,2001

Mr. Joseph Kelliher
Department of Energy
Forrestal Building
1000 Independence Avenue, S.W.
Washington, DC 20515

Dear Joe:

It was great speaking with you again on Friday and thank you for contacting AARP
regarding the President's formulation of a National Energy Plan. Based on our
discussion ] have assembled a number of different items related to the Protection of
Consumers and Low Income Families. I will also provide you with the names of other
organizations that may prove helpful.

While the majority of the information deals specifically with electric utility restructuring,
I believe that many of the basic principles apply to natural gas, home heating oil,
gasoline, water and other fuel sources. Before itemizing the enclosures let me outline
what our overriding interests are. AARP, and consumer groups in general, want to ensure
that energy sources are available, at affordable prices and that the competitive
marketplace that provides these necessary items abides by basic consumer protection
principles. From this flows, universal service, consumer protections, conservation,
weatherization, LIHEAP and the like.

Enclosures

1) AARP Energy Policy
2) AARP Congressional Testimony on Consumer Protections

3) Stakeholder Principles
4) Universal Service Principles

5) The Winter Outlook for the Poor
6) A Study on Utility Consumer Advocates which offers strategies to help

consumers
7) AARP's Model State Restructuring Bill - Includes some creative ways to aid

consumers

601 E Street, NW Washington, DC 20049 (202) 434-2277 www.aarp.org
Esther 'Tess Canja, President Horace B. Deets. Executive Director
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I realize that this is a lot of infomnation, not all of it on the mark, but each piece has some
important points from our perspective. Let me also add that we are pleased with the
LIHEAP section of the Murkowski and have always supported the consumer protection
provisions of last years Barton bill Additionally, we are in to beginning stages of
developing a plan to promote weatherization among our members. I am having trouble
grasping exactly what will be included in this section of the Plan, but I would very much
like to participate in drafting once you have an outline. Energy and utilities has risen to
become a priority issue at AARP, so we are more than willing to do our part to aid the
Administration.

Finally, I would suggest talking to Meg Powers, the author of the Winter Energy Outlook
piece. I think that the National Consumer Law Center and NASUCA are other logical
choices. Would you like me to get in touch with them and coordinate the effort, or would
you prefer to deal with them individually? Either way is fine with me.

Joe, thanks again for including AARP in this enormous yet critically important effort.
Please get back to me when you have a chance to let me know what I can do.

rake care.

Gratefully,

JeffKramer
Legislative Representative
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I UTILITIES AND ADVANCED COMMUNICATIONS
2 INTRODUCTION
3

ility serrvces are essential to modern life. Telecommunications, electcity, natural gas,
water and sewer services are all crucial to health and personal welfare. For older

6 Americans in particular, the ability to contact police, fire, medical and other services in times of
7 emergency; to readily access affordable, safe water; and to have air conditioning during the
8 summer and heat during the winter are absolutely necessary. The loss of any of these utility
¢ services could have devastating consequences.

azro 10-1
AnnualPercentChange jb :aco e and U tiity Costs 1990-1998

H oushobls Age 65 and over

Inflation (CPI-U-) I

Water ..

Telephone services I

Natural gas

Electricity I - I 1

Income f .I

- L 2@L A 'DL C C. 7' L r

*CPI-U - Comumer Price Index for all Urban Consumers
Sourc: Burrau of Labor Suatics. Conswumr jpenditure Survey. 1998; ConsumcrPric Index.
HisaJicl Tbak., 1913-2000
Prrpard by AARP Public Pokicy Inainne

10

11

12

13 TThe cost of utilities makes up a significant portion of an average consumer's personal
14 expenditures. Energy alone can account for as much as -6_percent of a median-income
15 household's monthly budget and telephone and other services add substantially to that burden.
16 For some older Americans, this share can be much higher, with energy, water and sewer

-17 services consuming as much as 30i8 percent of income. Some low-income households often
18 spend a greater share of their income on utilities than on certain other necessities such as
19 health care or property taxes. This is the case for an increasing number of older persons as the
20 average expenditures for telephone, electricity, water and sewer services for households beaded
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i by persons age 65 and older increase at a faster rate than both the level of income in these

2 households and inflation (see Figure 10-1).
3

4 Because of the large amounts of capital required to build utility systems, these crucial services

s traditionally have been provided under conditions of near or complete monopoly. Governments
6 have granted exclusive-service territories to single, large companies in exchange for universal,
7 high-quality service To ensure that such service is provided, federal, state and local authorities

8 have regulated utility companies closely. These firms have been guaranteed the opportunity to

9 earn a set rate of return on their capital. Their rates and investment plans have been subject to
to dose public scrutiny and government approval- The goal of this system is to provide adequate

11 levels of service and just and reasonable rates across the country.
12

13 In recent years, however, new pressures have begun reshaping the nation's utility industries.
14 iAhernative providers of electriiiy, natural gas and telecommunication-s seErves'm pi-airticar,a
15 are promising expanded and better service at lower prices. Some utility regulators are

16 responding by opening utility markets to competition for the first time.

17
18 While competition will benefit large consumers and some small customers, many of the
19 proposed plans for regulatory and structural change contain a number of potential pitfalls. For
20 example, most plans call for relinquishing at least some public oversight of utilities and the
21 benefits of competition may not reach individual households in rural and other areas where new
22 competitire markets do not develop. Any proposed plans for regulatory change must maintain a

23 provision for universal service and assistance to low-income households and ensure that services
24 are always available in emergencies. Such proposals should also address utility companies'
25 increasing international investments, which move resources away from domestic customers. In
26 short, the new era dawning in utility regulation may hold much promise, but only strong
27 safeguards will ensure that all consumers share the benefits.
28

29 This same principle also applies to the development and deployment of advanced information
30 and communications technology. Recent advances in technology over the past two decades have
31 led to an array of new and improved services and profound social and economic benefits for
32 many people. As the rapid pace of technological achievement continues, an increasing
33 percentage of consumers are taking advantage of these technologies and services. They are

34 connecting with friends and colleagues through e-mail, accessing the Internet to search for

35 information or shop online and conversing from practically anywhere through the use of
36 wireless telephone service. Some even have access to more sophisticated services such as video-
37 on-demand and teleconferencing that will allow them to hold business meetings, visit the doctor
38 or rent a movie, all without having to leave their home. Simply put, new technologies and
39 services are dramatically changing the way Americans work, communicate, shop and obtain
40 information. At the same time, however, there is still a significant gap, often referred to as the
41 'digilal divide," between those with access to technology and those without it. Older persons as
42 well as persons with lower incomes and education levels, certain minorities and residents of
43 rural areas or central cities are among the groups that typically lack access. In fact, persons

UTIIIES AND ADVANCED COMMUNCATIONS
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I aged 55 and over trai all other age groups with respect to computer ownership and access to
2 e-mail and the Internet (see Figure 10-2). In the future, ready access to information and
3 communication services such as e-mail and the Internet will become only more critical to
4 economic success and personal well-being. As such, it is critically important that these services
s be available to everyone regardless of gender, income or age.
6

Fpne 10-2

Computer Ownership and Email and Internet Access.
by Age of Household

60%

Ceouyat mmznzp hIwt acceu Eina

Atcce to ctnic acrvmccs

Smct Pal igdroif^ ie Drfhria dk x NTIA. 1999.
Prfpred by AARP PubSc Poicy InStme.
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8
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AARP PRINCIPLES
2 UTILITIES AND ADVANCED COMMUNICATIONS
3

4

5 Universal Service. Essential utility services should be affordable to all households. Even
6 in a competitive utility market, the goal of universal service must be maintained-
7

8 Customer Rights and Information. Consumers threatened with service termination
9 should have established rights and protections.

10

11 To ensure that consumers make informed decisions about utility providers and products, terms
12 and conditions should be dearly stated on all bills, marketing literature and other relevant
13 communications. ___ ___

14
s1 Consumer Education. States should establish and maintain adequately funded education

16 programs to help consumers in a competitive marketplace select utilit services wisely and
17 protect themselves against fraud.
18
19 Public Participation. Public utilities seeking rate changes should be required to justify
20 such requests in advance at widely publicized public hearings conducted in the service area to
21 be affected so that a wide range of r-sidents and others can voice their views.
22
23 States should establish and maintain adequately staffed consumer advocacy organizations to
24 represent residential and other small ratepayers at public bearings before regulatory bodies.
25
26 Low-Income Discounts. Regulators should ensure that low-income persons do not bear
27 more than twice the burden median-income households bear to secure necessary utility
28 services. Enrollment in programs that provide low-income assistance for utility services should
29 be automatic for al eligible customers.
30

31 Regulation and Rate Structures. Utility rate structures should provide stable
32 revenues, reflect private and social costs and benefits, distribute costs among customer classes
33 fairly, be easy to understand and not be unduly discriminatory.
34

35 Regulators should bold utlities that are no longer rate-regulated to the same high standards of
36 service quality, customer service and reliability as they do those that are rate-regulated.
37

38 Legislators and regulators should reevaluate on a periodic basis any alternative form of
39 regulation to ensure that utilities continue to offer reliable, high-quality service at reasonable
40 rates.

41

U'nunTES AN ANDVANCED COMMUNICAInoN
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1 Regulators should perform mandatory and rigorous audits of unregulate affiliates, parent
2 holding companies and regulated utilities in order to ensure the fair allocation of costs and
3 profits-
4

s Terms and Conditions for Competitive Markets. Legislators and regulators
6 should ensure that, where allowed, true and effective competition develops before deregulation
7 takes place in the utility industries.
8

9 Mergers. Regulators should prohibit utility company mergers that would compromise
10 regulatory protection for residential ratepayers, hinder competition or fail to increase economic
11 efficiency.

12
13 Residentialratepayers should receive.atleast 50 percent of the shortterm and long-term __ __
14 forecasted economic benefits, as determined by regulators, of any proposed merger or
15 acquisition.
16
17 Ratepayers should not bear the costs and risks of utility mergers or takeovers.
18

19 Anticompetitive Safeguards. Specific safeguards should be adopted to protect the
20 consumer against anticompetitive activity.
21

22 Prudent Investment. Regulators should not allow utilities to recover from consumers any
23 plant costs that were not prudently incurred. Regulators should prohibit utility companies from
24 billing customers for the costs of construction work in progress. Ratepayers should not pay for
25 plant additions until they receive service from them (an idea known as the "used and useful"
26 rule). Regulators should ensure that all costs reflected in customers' bills are for resources that
27 are used and useful. Regulators should minimize the cost to ratepayers of completed
28 construction by requiring utilities to spread rate increases over several years.

29
20

UTIUTIES ANO ADVANCED COMMUNCATIONS
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1 ENERGY
2 BACKGROUND

3 Older Americans are particulary vulnerable to rapid increases in energy prices. Although
they consume approximately the same amount of energy as do younger people, older

6 Americans devote a higher percentage of total spending to residential energy (see Figure 10-
7 3). This may be because older persons spend a greater proportion of teir income on bome-
8 heating costs (even after adjustin for weather and home size). Among low-income older
9 families, an average of 14714 percent of their income is spent on residential energy. Too

lo often, low-income older persons must choose between risking their health and comfort by

11 cutting back on energy expenditues or reducing spending for other basic necessities.

12

Figure 10.3

Energy Expenditures as a Percent of Income,by

Age,
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Prepd b AARP Publc PoUCY AGEutitD

13

14

is ENERGY a Electricity Restructuring
16 BACKGROUND

8L'lor much of this century, electric utilities have exclusively controlled the generation,

q1i transmission and distribution of the nation's electricity; that is, they have provided the
20 power generated at the plant and the transmission or delivery of that power to community wires

UTIrmES AND ADVANCED COMMUNCATIONS
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1 and poles that distribute or carry the power to a customer's home. Under this monopoly system,
2 utilities have been subject to regulation by state public utility commissions and obligated to
3 provide reliable service to all customers who want it.
4

s Changes to the industry proposed by Congress and state legislators would spur retail
6 competition and allow consumers to choose the generator of their electricity and purchase
7 electricity from the generator of their choice. In most instances, the poles and wires would still
8 be owned by one company, which would thus have a monopoly over the transmission and
9 distribution of power in a certain geographic region (a "service area" or service territory").

10

11 Restructuring is the movement allowing consumers to purchase electricity generation services
12 from competing suppliers rather than from the traditional regulated monopoly structure. As it is
13 generally used, restructuring refers to retail competition, whereby consumers have the
-14 opportunity to choose from among a number of power generators to purchase th lectriecity-
1s | The transmission and distribution of electric power would remain under regulatory controL
16
17 Contrary to the rhetoric of some restructuring proponents, benefits in the form of lower costs
18 are not guaranteed to residential ratepayers. If the outcome of restructuring is left entirely to
19 the marketplace, residential consumers are likely to be the last class of customers to benefit-if
20 they receive any benefits at all. Residential consumers and small businesses are at a
2] disadvantage because they do not purchase enough electricity to be as attractive to competitors
22 as industrial customers. Thus, if residential consumers are not the first or at least among the
23 first, to have access to competition, large commercial and industrial users will corner the market
24 for lower-priced power.
25

26 FEDERAL & STATE POLICY

27 ENERGY * Electricity Restructuring
28

29 Regulators should adopt safeguards that ensure just, reasonable and affordable rates
30 and hig-quality service for residential customers under retail competition.
31
32 In the transition to a competitive market for electricity, state polcymakers should ensure
33 that utilities do ot gie discounts to industrial consumers at the expense of residential
34 ratepayers.
35

36 legislators and regulators should ensure that residential ratepayers receive equitable
37 and simultaneous benefits, including rate reductions, equal access and better service,
38 from retail competition.
39

40 ENERGY . Electricity Restructuring
41 Consumer Protections in the Electric Industry
42 BACKGROUND

UTLunFs AND ADVANCED COMMUNICATIONS
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C onsumer protection laws must be fully applicable to the sale of electicity in a restructured
industry. Low-income, non-EnRlish-speaking, and elderly consumers, in particular, wil

4 need strong protections and access to special market information to prevent abuse in the
S competitive market.
6

7 FEDERAL & STATE POLICY|
8 ENERGY Electricity Restructuring
9 Consumer Protections in the Electric Industry

10

11 Legisators and regulators should vigorously and effectivre enforce the folloing
12 consumer protection principles in a competitive retail market.

13 * All supph a amd service providers must meet service quality standards orpa
14 sirnificant penaties for noncomplance.

15

16 * All suppliers and service providers must abide b state consumer protection statutes
17 and not engage in unfair or deceptive as and pracices. States should impose
18 substantial fines on violators for each specific offense.
19

20 All suppliers and service providers should be required to disclose such information
21 as price per ilowatt-bour of electricity and its generation sources as well as any fees

22 or minimnuM.

23

24 * Customer consent should be obtained before any personal data such as usage,
25 biling and payment information is shared or sold.
26

27 * A suppliers and service providers must adhere to strict credit and collection
28 standards that ensure consumers are not disconnected from basic service if they fail
29 to pay for deregulated services.
30

31 * A suppliers and servce providers must be licensed to do business in the state in
32 which they operate and must meet minimum market standards of conduct.
33

34 * All customes should bave access to information and education to help them
35 understand their rights and responsibities
36

37 * Residential consumers should participate in all decisions on electric utilit
38 restcauring.

39
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1 * Utilties should continue to provide repair services in emergency situations and
2 should base their emergency response on a set of principles that include the

3 following.

4 * An emergency eists when, for example, a gas odor i detected, a home is
5 without heat or a pilot ight needs to be lighted.

6 * Emergency repair srvices should be fre of chare.

7 * The rules covering mior repairs should be fair to both the ratepayer and the
8 service repair operator.

9

10

- it- ENERGY--. Electricity Restructuring . _______
12 Safety and Reliability
13 BACKGROUND

14
flhe reliability of the Nation's electric system is of paramount importance to consumers and

16 must not be compromised by current electric industry restructuring efforts.
17

18 I FEDERAL & STATE POLICY

19 ENERGY * Electricity Restructuring
20 Safety and Reliability

21
22 Legislators and regulators should ensure a reliable, safe, and highquality electricity
23 system before endorsing retail competition.
24

25

26 ENERGY a Electricity Restructuring
27 Universal Service
28 BACKGROUND

29
30A ny effort to restructure the electric utility industry should incorporate a broad definition of
31Lunirersal service, 'one that includes the concept of affordability. Al consumers should be able
3 lo purchase a level of service that meets daily needs at an affordable price. The requirement

33 of affordablity clarifies that customers should not have to forego other necessities in life such as
34 medicine and food in order to use necessary electricity. Moreover, it recognizes that just and
35 reasonable rates may be unaffordable to some.
36

37

38 FEDERAL & STATE POLICY
39 ENERGY * Electricity Restructuring
40 Universal Service

UTnLTIES AND ADVANCED COMMUNICATIONS
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2 Federal and state regulators should establish a definition of universal service" that is
3 similar to the one in the Telecommunication Act of 1996. In particlar, the definition
4 should specificaly state that rates should be just reasonable and affordable and that
s energy assistace programs should be available to low-income households and to
6 ratepayers in high-cost areas.
7

8

9 ENERGY · Electricity Restructuring
to Consumer Education
11 BACKGROUND
12

13 C*uccess in implementing retail electric competition will depend in large part on the readiness
14 Jand willingness of consumers to change their understanding of how to purchase electricity.

15 Indeed, consumer participation in the market, wfl not occur if consumers have to spend hours
16 figuring out jargon and making choices among disparate and differing arrays of services in
17 order to save a very modest amount of money.
18

19 STATE POLICY
20 ENERGY * Electricity Restructuring
21 Consumer Education
22

23 State poicymakers should establish and adequately fund a consumer education program
24 :0 manamize public participation in resrctlring, minimize customer confusion about
25 the changes taling place, and inform consumers about bow to shop for electricit. More
26 specifically, any consumer choice education plan, at a minimum, should
27

28 * bein in advance of reta competition and before most electric supplers initiate
29 retail marketing actiities;
30

31 * ensure that residents can access information about electric restructuring when,
32 where, and how they want it through a variety of communications tools and
33 c3har;-

34

35 * ensure that al communications efforts are clear and jargon-free
36

37 * involve community-based organizations in delivering information and optimi;zng
38 educational strateges as means to extend the reach of the plan and address the
39 unique characteistics and needs of the communities and people tbhrouiht the
jo state;
41

42 be competitively neutral so as to avoid favorng one supph'er or energy source over

43 another
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I tranded costs (sometimes called transition or uneconomic costs) are assets and investments
2 that no longer have economic value (e-g., nuclear power plants and above-market

3 independent power producer contracts) because of the move to a restructured electric utility
4 industry. Under traditional regulation, utilities have been allowed to charge rates that cover
s costs and provided a reasonable return on investment Some of the investments, however, were
6 not cost-effective and are not sustainable in a truly competitive market Thus, the stranded cost
7 is the difference between the utility's costs under traditional regulation for generating plants or
8 contracts for the output of such plants and the cost of replacing that power in the open market
9 today.

10

11 Standed cost recovery is one of the most contentious and important issues in electric industry
12 restructuring. It refers to any mechanism that requires customers to pay charges over and
13 above the market price for electricity. Reducing stranded costs is essential to lowering
14 consumer electricity blls. Ratepayers will not benefit from a restructured electric utility
Is industry if they must assume excessive stranded costs.
16

17 FEDERAL & STATE POLICY
18 ENERGY * Electricity Restructuring
19 Stranded Costs
20

21 State policmakers should ensure that residential ratepayers do not have to pay for
22 stranded cost as long as they do not benefit from reta competition.
23

24 If policyakers endorse retai competition, then stranded costs should be -shared faily
25 and equitably among stockholders and al classes of consumers contributing to the need
26 for plant capacity.
27

28 In calulating stranded costs, regulators should consider the following mitigating factors:
29 previously compensated risk, investments made as a result of poor management
30 decsions, ongoing profitable investments and new revenue opportunities.

31

32 Any mechanism for recovring stranded costs should be nondisciminatory and

33 nonbypassabl, that is, no customer or customer class should be exempt from paying for
34 stranded costs.
35

36

37 ENERGY * Electricity Restructuring
38 Securitization
39 BACKGROUND
40

41 Qecuritzation is a financial mechanism that allows a utility to recover stranded costs up front,
42Jmin a single lumpsum payment. It converts into a bond the value of whit-which customers

43 would pay in a surcharge to recoup stranded costs.
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2 In most states, securitizaion begins with state electric restructuring legislation. Securitization
3 laws typically ensure that consumers will pay for stranded costs through a charge on their
4 electric bill, often referred to as a transition charge. It also directs the state public utility
5 commission (PUC) to determine the amount of stranded investment that can be recovered

6 through securitization and to authorize the transaction. Once the PUC approves the transaction,
7 a special government-established entity, often a trust, issues bonds whose repayment is

8 guaranteed by the legislature. The trust then gives the proceeds from the sale of these bonds to
9 the utility in exchange for the right to collect the utility's transition charge. Unless restricted by

o1 law, the utility can use the money from the bonds to retire its debt, buy back stock, make

11 investments or do anything else it wants. In theory, securitization lowers transition charges by

12 replacing the utility's higher-cost debt with lower-cost bond debt and thus reducing financing

13 costs. The lower interest rate is a result of the legislature's declaration in the securitization law
14 that customer repayment is irrevocable.

15

16 Proponents of securitization contend that it:

17 * reduces the financial effect of stranded investment at no cost to customers or shareholders,

18 * can accelerate the reduction of rates consumers pay and

19 * provides utilities with cash they can use to restructure their capitalization for competitive
20 markets.

21

22 Opponents of securitization are concerned that it:

23 * bypasses the regulatory process by converting a utility's opportunity to recover its costs and
24 earn a return into a guarantee protected by legislation;

25 * traps customers into taking on market risk that investors should bear,

26 * replaces annual revenue the utility would have received with an up-front, lump-sum cash
27 payment; ignores future market price changes; provides poor incentives to mitigate stranded
28 costs; and guarantees a payment stream that may be entirely inappropriate in the future;

29 * does not necessarily guarantee that the utility will use the money wisely, and

30 * could be anticompetitive because it gives the utility a large sum of cash that its competitors
31 do not have.
32

33 | STATE POLICY
34 i ENERGY * Electricity Restructuring
35 Securitization
36
37 State poicymakme should rely on securitiation only as a least desirable means for
38 utilities to recover their stranded costs.
39
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I Before authorizing any securitization plan, state policymakers should guarantee that the
2 plan would result in rate reductions for consumers.
3

4 ENERGY * Electricity Restructuring
s Cost Allocation
6 BACKGROUND
7

8 states that permit retail competition must decide whether to allocate transmission, distribution
9 Jand other joint and common costs in proportion to use and cost causation. In particular,

10 there is concern that the residential customers will bear costs incurred solely in serving large
11 users, which wil not have to pay their share for the costs for utility services.
12

13 FEDERAL & STATE POLICYJ

14 ENERGY * Electricity Restructuring
15 Cost Allocation
16

17 Federal and state regulators should devise cost allocation methods that appropriately
18 assign transmission and distriution costs and accelerated deprecation expenses to

19 those customers responsible for the costs and expenses.
20

21 Federal and state regulators should ensure that all ratepayers share in the responsiiity
22 for paying joint and common costs based on a user-pays principle.

23
24-

25 ENERGY * Electricity Restructuring
26 Market and Industry Structure
27 BACKGROUND

28

29T Under retail competition. legislators and regulators will have to decide what industry and
30VUmarket structures to adopt. One policy option to address market power in a restructured

31 electric utility industry is to separate completely the ownership and control of transmission and
32 distribution lines from the ownership of power plants. This procedure, known as divestiture,
33 would ensure that state-regulated investor-owned utilities do not have the opportunity to
34 subsidize competitive, nonrcgulated operations with revenues from regulated services.
35
36 Establishment of a regional transmission organization (RTO), such as an Independent System
37 Operator (ISO) or other similarly indepndent competitively neutral entity, to manage a
38 tansmission gridi teien also could help to address market powr concerns.
39 Depending on how it is structured, an 1SO-RTO lessens or eliminates the potential for owners of
40 the transmission system to favor one generation facility over another in providing transmission
41 acts. An SO-RTO could also help to alleviate transmission congestion and ensure safe and
42 reliable electric service.

43
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r-

1 ~~~~I l~~ ~FEDERAL & STATE POLICY
7. ENERGY * Electricity Restructuring
: Market and Industry Structure
4

5 To ensure a fully competitive market, policymakrs should requie dectric companies to
6 divest their generating capacity from their transmission and distribution capacity.
7

8 Legislators and regulators should carefully scrutinize the costs and benefits of vaious
9 market stctures and adopt a modd that enures benefits for residential ratepayenr

10

11 If an Indepeadewt System Opzot;r (ISO) i9 seeceswy to maintain the inteiy of tle
12 trlnmiaien and disrlbution e -- , the-The Federal nergy Reglatory Commisson,

13 with assistance from the states, should ensure that-theISa Regional Transmssn _ _

14 Oraniztion (RTO):
15Is

16 * is accountable to a broad group of stakebolders, including residential consumer
17 representatives and is entirely independent of transmission owners and generators;
18

19 * provides comparable and nondiscriminatory service to all end users of the
20 transmission system;

21

22 · covers a geographic region of sufficient size to avoid charges from multiple
23 transmission opeators and increase supply options for consumers;
24

25 * maintains safe and reliable service for al end users of the transmission system; and
26

27 * minimizs sstem congestion and other real or potential transmission constraints.

28

29 1FEDERAL & STATF POLICY]
30 ENERGY U Elctricity Restructuring
31 Safety and Reliability
32

33 Le&ltr and regulatrs _ Aond eie a rI nl, _oLd hi-uly zi.el ty

34 asa w-befoe edoring reta eempet
35

36 FEDERAL & STATE POLICY
37 ;ENLERGY * Elctriity Re Wctfwiw

38 Univrsal ReIvicc
39

40 F-cr and e regultot should etablh a definitie of u Jaswsl gm v wi
41 -i 2lr t m the one m tie TdeJe mnumanooa Act of 1996. In particulr, the definition4o simi.. ·- · L- --. - -t T"---~a~-~--~-- '-~ -L'rr"L F -- ~-~-- .r - -rrt41

42 should .cifially t that res .hould b just, reasnable and affrdl and that
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1 cgfj- ujI be epreve b a -.ailaeL tzo la. in.come h.asc.ld d ratepay
2

3
4

s ENERGY * Electnrlry Rsctructuring

17

6 AggregeR
7 RACKGROUID

8
9 A ggration oceure when a entity bringu together rtai electric customers inlo buying

11 are the I cpetitive marke ce, ay .r nt te

12 residential fto r' bt pprtut o bnit from cletic utility rescrig.
_13_____________________._____________ ________

14 Local governments may be best suwted to implezmet o! regation. MunicipJl geaon eW

15

215 -mbine the bes tf lcl ntrl and - mpetiti.e - arkets, .whle ..-nb individulr, low
16 zmlwumptzL uzmerg tl bond tegetIr for were pureiaging musde.

17

18 |FEDERAL & STATE POGLICY

19 ENERGY Elctric Rctcuring
20 AggrogetRi9

21
22 Federda and stat pO olicyuir d emCDeC &nd flta tin o
23 rsizdentm ee"Samerg to enmm til they realez benefita from restruztumrin

24
25 Peybalkerg should require regulftd distriation utliecks to encoura are d facgflre

26 agregation mong residetil consumemra

27

29 _t- _

30 vic groups, to conduct a bid process and slect a eompctitive electriity supplicr for

31 tcir eaenstrtwey. For lo4 ealatitma thkm implemeit Iuch pn, At eentumser minu toli

32 have the ability to opt ou! and chooez their &we uppliea.

33

34

35 ENERGY * Eloctricit1 Restructuing

36 Consumer Protcotion- in thc Electri I ndustry_
37 BACKGROUND

38

3 iidh f.=. frcez .Mf a e .- cr protection -ws must apply to tthe 9cL of electriity in a
40 trcstrunfred industy. Low income, non English speaking and elderly eonwumncrs, in

41 prticuJlar. wl need strong proleboia and ncceas to apeini narket infrmaion toa prevent

42 asein the compettivc maret
43

'1___________________3__UTIUTS AND ADVANCED COMMUCATONS

2000 AARP PUBUC POLICY AGENDA 10-39

68
DOE002-0078



2 I FEDERDA & STATE POL

3 ENERGY * Electicity Rstructuring
4 eoncumor Protections i, tho Elcotrio I ndustr

6 Lec rn n and reeltatre ahold ripreazy and efflctiwdcl enfmre the folIrO.

7 cowengrM pitlection p.hmMiaMe in a .,mp.jid,, itcAl u. m.e.

8 MADB .auppl am and vice providz must meet sericc qualty taindards o poy
9 Ai.anvt pei-- for e1:e...- FI---

10

11 MA mpV" nod mniee providejs most *Nde by _oe eanef pitcts gates

12 and not epf in ainfir or deceptive zzte and prtiecm. Stae ghotuld fine wdtolar
13 _...

14
is MUdA mipplr. and ervie.. prviden should be reqired to l .... uch irmzAam

16 price p Ibnlwas hour of ecztuicity and iti SeemoBon 5eweec ag wel mny fzee or
17 m'
18
J919 O.Cutooier con.nt .hould be obtained "fre any pcrLeaJ data .ch a usage, bfl
20 ad paynt frmaion i» ard _or gld.

23 vnt - »re zum ar A nt diso eted from bas .v. if they f to pafor

24 der d
25
26 M1suppEcn and xrvicc proidem must be fiocnscd to de busines in the swc in
27 wLich i"y :pcle and mugt mcet xipm _market stzdnd. of conduct.
28
29 A utoaera sould he c aceeS to informatio and educaton to hlip them
30 dert.. axn the- _ightz and _ erpowl tim
31
32 aidentia e-Pe- - should par-cipate i al d:cisin on cluiw utity

33
34

38 wt; a pilot B to be gcd.

39 ergm cy i abcald b fr cf large.
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I BFbThe ruk ev etzing str repa ihould be fair t both the razzpar and 4he
2 jj - . - -p tell

3
4

s ENERGY * Electricity Restructuring
6 Slamming and Cramming
'7 BACKGROUND
8

9 Qamming and cramming, prevalent problems for long distance telephone customers, may
10Jbecome problems for electricity consumers as competition increases among utility

11 companies. Slamming refers to arranging for a customer's competitive supplier to be switched
12 without the customer's agreement. Cramming refers to the practice of adding services to a
13 customer's account that the customer never ordered.

Is FEDERAL & STATE POLICY
16 ENERGY Electricty Restructuring
17 Slamming and Cramming
18
19 Federal and state regulators should fully enforce eristing laws and regulations against
20 slamming cramming and other deceptive marketing practices.
21

22 Federal and stae poicymakrs should ensure that electric bills contain complete and
23 dear descriptions of al charges listed and dearly identif the service provider (
24 names, addresses and telephone numbers) responsible for each charge.
25

26 Federal and state regulators should require a utility to obtain dear, verifiable and
27 written athorization before changing any consumer's electricit provider.
28

29 Federal and state polcymalers should impose substantial penalties on companies that
30 engage in namming, camming and other deceptive marketing practices.
31

32 Federal and state poicymakers should ensur that consumers who have been slammed
33 or crammed do not have to pay for any resulting charges.
34

35 Consumers who have been slammed or crammed should receive full refunds on any
36 payments for unwanted services.
37

38 ENERGY * Electricity petructuring
39 PWt Pgas
40 BACGROUND
41

43 valuable Is3ns cn c lI-arned about how to btring cometic opprtuliti to -l

UTTnmES AD ADVANCEO COMMUNICATIONS
2000 AARP PUBuc PouCY AGENDA 10-41

70
DOE002-0080



1 customer- Thsc lessons cn then hbe pphlid when customer choice is offred to a.l estomc,.
2

3 FEDERAL & STATE POLICY1

4 ENERGY * Ek-tri.-ty Res.ctr tu-ng
s5 Pilot Program
6
7 Stae policymakinp shuld enre that participaets in pilot pregrVnam repregent aa equal

8 petetage of e"h estemes dLam (zkideiAfl, eemneti, indutrA) based on
9 WIlowattn oikee eemaaed.

10

11

12 ENERGY Electricity Restructuring
13 Environmental Issues
14 BACKGROUND
15

16llectricity generation is a major producer of emissions that cause acid rain, smog and global
l.wanning. As such, electric utility restructuring efforts create risks, as well as opportunities,

18 for the environment and for public health.
19

20 FEDERAL & STATE POLICY
21 I ENERGY m Electricity RestrUcturing
22 Environmental Issues
23
24 Legislators and regulators should support the development of an affordable, cost-
25 effective and efficient program to ensure energy conseration and environmental
26 protection in a restructured dectric utility industry.
27
28 Legislators and regulators should consider requiring utilities to inform customers of their
29 portfolio of generation (ie., how much nuclear fuel, coal or gas they use to produce
30 power).
31

32
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1 ENERGY a Natural Gas
2 BACKGROUND
3

412jor much of this century, the structure of the natural gas industry remained relatively stable.
sF. Cas manufacturers sold gas to pipeline companies. Pipeline companies sold and

6 transported gas to local distribution companies (LDCs). LDCs sold gas to residential,
7 commercial and industrial end users. The federal government regulated the prices for gas sold
8 by producers to pipelines and pipelines to LDCs. State government regulated the price at which
9 LDCs sold gas to end users. Although this system offered consumers some protections from

10 market abuse, it did not give them a choice in purchasing gas services. Instead, LDCs were
11 regulated franchise monopolies serving specific geographic areas. They made decisions on
12 purchase, storage, distribution and other customer functions.
13

14 Starting in- -ate-1970showever;-a series of-changes-art-e-fe-dera leve icanty
15 transformed the structure of the natural gas industry. The changes required pipeline companies
16 to separate services they offered to the LDCs and limited their activity to transportation of gas
17 for third parties. Some gas purchasers can now negotiate prices with different suppliers and
18 deal separately with the pipeline companies over the cost of delivery.
19

20 The changes in the natural gas industry also mean that large industrial consumers are now able
21 to transport gas themselves, avoiding LDCs as well as the costs associated with their delivery
22 systems. A number of states are now considering programs that would allow residential and
23 commercial customers to purchase natural gas from a supplier other than their LDC. If these
24 efforts are adopted, LDCs would distribute gas only for those residential consumers who select
25 - an independent supplier.
26

27 FEDERAL & STATE POLICY
28 ENERGY * Natural Gas
29

30 Federal and state regulators should ensure that local gas monopolies procure gas
31 supplies and allocate costs for residential ratepayers at the lowest possible cost consistent
32 with maintaining adequate profits and reliable supply inventories.
33

34 Legislators and regulators should ensure a reliable, safe and high-quality natural gas
35 system before implementing retail gas competition.
36

37 If the natural gas industry is restructured to permit residential consumers to select their
38 supplier, regulators should adopt safeguards that protect just, reasonable and affordable
39 rates and high-qualit service for residential customers.
40

41 State polcymalers should ensure that residential ratepayers do not have to pay for
42 stranded cost as long as they do not benefit from the move to retail competition.
43
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1 State pohcymakes should require atral gas suppiers to abide by the state's consumer
2 protection statutes and prohibit them from engaging in unfair or deceptive acts and
33 practices-

4

5

6 LOW-INCOME FEDERAL ENERGY ASSISTANCE PROGRAMS
7 BACKGROUND

8

9'lederal energy assistance programs arc the primary source of help for low-income older
1uL persons in meeting home fuel costs and improving the energy efficiency of their residences.

11 The two major programs are the Low Income Home Energy Assistance Program (LIHEAP),
12 administered by the US Department of Health and Human Services and the US Department of
13 Energy's Wealherizaton Assistance Program. Thirty-seven percent of al households served by
s4 - LlHEAPihave at leasrone member age-60-orolder.
Is

- 6 Under federal rules, a ousehold is eligible for LUHEAP if income does not exceed 150 percent
17 of poverty level or 60 percent of the state median income, whichever is greater. States,
18 however, may establish a more rstrictive standard and set income eligibility as low as 110
19 percent of the poverty level.

20

21 Current funding levels permit only 19 percent of eligible households to receive LIHEAP
22 benefits. The average benefit covers only about 49 percent of a recipient's heating cost in most
23 | states.
24

25 FEDERAL POLICY
26 Low-Income Fedeal-Energy Assistance Programs
27

28 Congress should preserve and increase funding for the Low Income Home Energy
29 Assistance Program (HEAP) and the Weatheration Assistance Program. These
30 programs should strengthen outreach provide meaningful education and conduct
31 effective pubicity campaigns.
32
33 Congress should pass supplemental, emergency appropriations to replenis LIHEAP
34 funds when energy crises prematurely xhaust these funds.

35

36 Congress should require an annual stud T to document the extent to which low-income
37 energy assistance i needed among low-income consumers. Such an evaluation should

38 determine the extent to which ow-income consume undertake unfvorable actions
39 (e.g. foregoing prescription medications going one or more days without food, not
40 paying rent, etc.) as a result of unaffordable or 'oonsustainabe" home energy bill
41

42 Congress should require a performance-based evaluation methodology that measures the
43 performance of LIHEAP.
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*2 STATE POLICY
3 Low-Income Fedes Energy Assistance Programs
4

s States should encourage companies that supply LIHEAP households to plan and

6 coordinate service with the responsible state agency. Coordination can reduce the
7 adverse impact of delayed federal funding for other critical state programs and services
8 until all federal funds are available.

9

Io TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE

1I SAFEGUARDS a Subsidiary and Affiliate Activities |
12 BACKGROUND
1s

14A s new markets in energy and telecommunications develop, dangers for individual
l donsuners may arise from the residual monopoly advantages held by existing utility

16 providers. Many utilities have formed separate, unregulated subsidiaries in order to participate

17 in markets dosed to their regulated divisions. These utilities, seeking to combat rising

18 competition, may use tactics, such as preferential pricing and hidden asset transfers, to give
19 their subsidiaries an unfair advantage in the marketplace and drive potential competitors out of

20 business.

22 FEDERAL & STATE POLICY
23 TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE SAFEGUARDS a Subsidiary
24 and Affiliate Activities
25
26 Policyakers should adopt legislation that protects the consumer from anticompetitive
27 activities between prviders of monopoly services and their separate subsidiaries. The
28 following guidelines should apply:

29 * Separate affiiaes (subsidiaries and parent companies) should conduct al
30 competitive business independently.
31
32 * Parent companies and subsidiaries should own assets separately.
33

34 * Regulated assets should not qualify as security for loans to affiliates or be subject to
35 legal action against affiliates.
36
37 * Parent companies and subsidiaries should maintain and audit separate financal
38 records and have different employees, offcers and directos.
39

40 * Afiliates should conduct transacions between themselves at arm's length.
41 Transactions are subject to public notice and hearing.
42
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1 * Incumbent utiity service providers should not discriminate in for of their separate
2 afiliates, nor crossubsidize any business of an afiiate.
3

4 * The federal Justice Department and corresponding state agencies should monitor
5 anticompetitive behavior and enforce laws prohibiting such practices
6

7

B TELECOMMUNICATIONS AND ENERGY ANTICOMPETITIVE
9 I SAFEGUARDS * Mergers and Acquisitions

10 BACKGROUND
11

i'Mfergers and acquisitions threaten to inhibit the development of truly competitive utilities
MVbecause they increase the market power of the newly formed entity, which, in turn, either

14 creates a barrier to entry for potential competitors or allows the newly formed entity to engage
15 in anticompetitive marketing and pricing practices.
16

17 FEDERAL & STATE POLICY
18 I TELECOMMUNICATIONS ANENERGY ANTICOMPETITIVE SAFEGUARDS Mergers and
19 Acquisitions
20
21 Regultors should prohibit tility company mergers that compromise regulatory
22 protection for residential ratepayers, retard competition or fail to increase economic
23 effciency.
24

25 State poicymakers should ensure that residential ratepayers receive at least 50 percent
26 of the short-term and long-term forecasted economic benefits, as determined by
27 regulators, of any proposed merger or acquisition.
28

29 Federal and state policymakers should ensure that ratepayers do not bear the costs and
30 risks of utilit mergers or takeovers.
31

32
33 WATER AND SEWER
34 BACKGROUND
35

3bThe residential water industry in the US is, in reality, three separate industries that
371 collectively include more than 60,000 water systems serving the public. One industry

38 comprises small groups of large, sophisticated, investor-owned water companies. Another water
39 industry consists of large, sophisticated water systems that are owned and operated by large
40 cities. The third water industry is composed of more than 50,000 small water systems, each
41 serving fewer than 3,000 customers, with many serving fewer than 100 customers. These
42 systems may be either publicly or privately owned and lack full-time employees and basic
43 financial and managerial controls. Most people in the US and most urban areas are served by
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1 large water systems in the first two categories. However, the third category contains the greatest
2 number of water systems in the country. These serve many suburban areas and essentially all
3 rural areas with public water.

4

s WATER AND SEWER * Rising Cost of Water
6 BACKGROUND
7

ater and sewer rates are rising dramatically in almost every community across the nation.
In fact, water rates are rising much more quickly than incomes. These rising rates are a

o1 particular hardship for many older persons and other households who are living on fixed and/or
11 limited incomes. A number of factors are responsible for increase in rates.
12

13 * Increased Regulation of the Quality of Water-The Environmental Protection Agency (EPA)
14 is consideringseveral major changes in regulations to improve the-quality of-drinking-water
s1 that could result in dramatic increases in cost. For example, EPA expects to finalize in the

16 near future new regulations concerning the treatment of surface water supplies, at an
17 estimated price tag of more than $1 billion nationwide. Additional regulations dealing with
18 the presence of radon and arsenic in water are also being considered by EPA. If these
19 regulations lead to more stringent requirements, they could fuel another round of dramatic
20 increases in water costs within the next several years. Further, EPA is scheduled to propose
21 regulations governing the disinfection of groundwater sources, which could have major cost
22 implications for small water systems within five years.
23

24 The Physical Age of Water Systems-Many of the nation's water systems are beginning to
25 fail. A large percentage of these systems have outlived their 100-year life expectancy. Many
26 other systems, built during World War 11 with inferior metals, are also failing. Replacing
27 water mains is extremely expensive-often about $100 per foot-particularly when the
28 origina mains cost about a few dollars per foot. According to a 1997 EPA study, water
29 systems will need to spend a minimum of $138.4 billion over the next 20 years to install,
30 upgrade or replace infrastructure and ensure the provision of safe drinking water. Of this
31 total, almost $77 billion is for infrastructure improvements needed as soon as possible to
32 protect public health.
33

34 * Increased Demand for a Scarce Resource-For the western US, additional factors
35 contribute to the rising cost of water. First, much of the land is arid, with more than half of
36 the area of the western states receiving less than 20 inches of rainfall per year, the
37 minimum rainfall required by agricultural crops without artificial irrigation. Some areas
38 receive less than 10 inches of rain per year. Second, water supplies are strained further as
39 the West continues to experience a rapid growth in population. In fact, the population of
40 western states increased by about 32 percent in the past 25 years, compared with 19
41 percent for the rest of the nation. By the year 2025, the West is expected to add another 28
42 million residents. Finally, the population in the West is distributed unevenly over a vast area
43 of land. Western states account for more than 60 percent of the land area of the continental
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United States but have less than 40 percent of the population. For this reason, water often
2 has to flow great distances through pipeline and canal systems before reaching its
3 destination. The combination of these three factors has made water increasingly expensive
4 in the West.
5

6 * Consolidation and Restructuring of Small Water Systems-Many small systems need to
7 improve treatment and pumping equipment and other infrastructure components, as well as
8 come into compliance with government requirements and become financially viable Although
9 such efforts tend to improve the safety and reliability of water service, they also can resul in

10 dramatic price increases. Rate increases of 300 percent or more are not uncommon when a
11 neglected small water system begins moderniation. Because of the rising cost of water, a
12 number of large investor-owned water utilities are moving to acquire small private or
13 investor-owned water systems-as well as many thousands of municipal systems facing
i4 budgetary-consnnd-onsid enng-paivaizaton-This-cosolidation-trendinbte water--
5s industry is likely to continue over the next several years as the cost of water increases.

16

17 * Privatization-Most water systems are publicly owned and operated. Some government
:8 official and many executives of large, privately owned water companies believe that
19 government should not be in the business of providing this essential utility service. In
20 addition, because of budgetary constraints, some publicly owned water systems have been
:!I neglected and are in need of major capital improvements. These factors are fueling an
22 increasing trend toward privatizing some or all of the operations of publicly owned water

23 systems. Although peiatiee®*-it may result in improved levels oservice in some instances,
24 prt owners » pay inmeg and other ewpe»geg the! a puliely omed syste» does not

25 ineur privatization in itself does not equal or ensure competition or provide protection
26 against monopoly abuse. Ownership is less important than competition (or regulation) in
27 achieving performance gains. Efficiency practices and economies of scale are most
-8 important.
29

30

31 Because of the riing cost of water, n nuber of large investor owned water utilities re
32 9ig _uie apriv M a^- ae gY9-weD my
33 tbof zdz of municipal ystzems fac:i b..udgetary eonstint and consider-ng pzzrivar on.
34
34 Thig consolidation trend in the water industry is likely to continue aver thesnxt sl

36

37 . FEDERAL & STATE POLICY

38 I WATER AND SEWER * Rising Cost of Water
39

40 Congress should make sufficient fnds available for states and municipalities to help
41 defray the costs of complying with iceased water quality regulation.
42'
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1 Congress should require states and municipalities to implement low-income affordabilty
2 or payment programs or both so that low-income residents may qualify for federal
3 assistance in paying for water.
4

s Regulators should consider consolidation, technological innovations and other methods
6 that would allow the water indus and regulators to recognize economies of scale and,
7 as a resu, to control costs.

8

9 Regulators should develop least-cost water policies that wl provide universal service
10 and ensure adequate, potable and affordable water for cuwrnt and future user
11

12

13 WATER AND SEWER I Flexible Standards and Goals for Water Quality
-- ---- j-------- -------- _ -- -- BACKGROUND

Iq'ommunity prosperity and well-being depend directly on the sufficient supply of dean water.
I71 n addition to providing basic human health and sanitation, a clean and adequate water

18 supply provides crucial benefits such as irrigation for agriculture, a habitat for myriad plants
19 and animals, aesthetics, recreational opportunities and economic vitality. Many of these benefits
20 are not complementary. Obtaining one benefit may make it more difficult to pursue another- In
21 this regard, the most appropriate choices and compromises are often those that are made based
22 on the values and needs of individual communities.

23

24 [ FEDERAL POLICY
25 WATER AND SEWER * Flexible Standards and Goals for Water Quality
26

27 Lgislators and regulators should balance water demands for municipal, agicultural and
28 idustrial uses with environmental protection and preservation of water quality.
29

30 Federal policymakr should allow states and localities reasonable flexibility to achieve
31 national standards and goals for the quality of water. At the same time, policymakers
32 should require careful monitoring and strict accountabity to ensure compliance with
33 the national standards.

LrnutnEs AND ADVANCED COMMUICATIONS
2000 AARP PUBUC PouCY AGENDA 10-49
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Mr. Chairman and Members of the Committee:

My name is Jack Brice and I am a member of AARP's Board of Directors.

We thank Chairman Barton and the other members of the Committee for

inviting us to present our views on the consumer protection provisions

within H.R 2944, the "Electricity Competition and Reliability Act." We

will confine our remarks to the provisions contained in Title II of the bill as

well as to the section in Title V dealing with aggregation. However, as

representatives of residential consumers we also share some of the concerns

surrounding the market power provisions voiced by other panelists today.

AARP's membership has a vested interest in the move towards competition

now underway in the electric utility industry. For everyone, electricity is a

basic necessity of modern life. The cost of this necessity, however, can

comprise a significant portion of an average consumer's personal

expenditures. In fact, energy costs can take up to as much as 5 percent of

the median-income household's monthly budget. Older Americans are

particularly vulnerable to rapid increases in energy prices. Although older

persons consume approximately the same amount of residential energy as

2
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non-elderly Americans do, they devote a higherpercentage of total

spending to residential energy. Among low-income older families, an

average of 17.5 percent of their income is spent on residential energy. Too

often, low-income older persons are faced with the choice of risking their

health and comfort by cutting back on energy expenditures or reducing

spending for other basic necessities.

In testimony AARP presented to this Committee earlier this year we

discussed generally our concerns surrounding the move to retail

competition. We questioned the claims that retail competition would bring

about substantial rate reductions for all ratepayers, including the elderly.

We also expressed hope that consumers would receive the corollary benefits

of the ability to shop among competitive providers, and to take advantage of

a new array of products and pricing options. We concluded that the fate of

residential consumers in a restructured electric industry will depend on

whether the new market structure gives them a fair chance to receive the

benefits of competition, ensures that their interests are represented in the

market, and provides fundamental protections against abuse.

3
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Residential ratepayers, and particularly older Americans, face very

significant risks - and few, if any, assured benefits - in the move to retail

competition in the electric power industry. These risks go beyond the

ability to benefit from choice. They also include risks associated with

confusion, deception and fraud.

AARP is pleased that H.R 2944 addresses these risks. Our testimony

today will focus on how elements of Chairman Barton's bill support

AARP's goals to:

> Ensure that residential customers are among the first to benefit from

competition;

> Provide strong consumer protection provisions; and

> Establish a comprehensive universal service policy, including a

guarantee ofaffordability.

Residential Customers First

AARP believes that residential customers should benefit from restructuring.

Unfortunately, residential consumers are simply not as attractive to utilities

4
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as industrial customers are. Discussions between AARP staff and

representatives of electric utilities, industrial consumers and regulators have

highlighted the fact that residential consumers are not likely to reap the full

benefits ofrestructuring during the initial years of competition. The ability

to aggregate, however, will help to bring some benefit in the short-term.

Aggregation will allow residential consumers from like communities or

associations to pool their respective electricity needs, enabling them to

negotiate lower rates from a power provider and benefit from the outset.

AARP supports a federal role in facilitating aggregation in states that have

opened their markets to competition. H.R. 2944 recognizes the importance

of aggregation as well. The bill provides residential consumers with

flexibility, allowing that any entity that aggregates consumers may acquire

retail electric energy on an aggregate basis. As we have suggested before,

residential consumers would further benefit if aggregation were offered on

an opt-out basis. The opt-out provisions would ensure that a majority of

underserved consumers could reap the benefits of lower rates. Rep. Brown

5
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has introduced the concept of a residential opt-out aggregation system in his

"Community Choice for Electricity Act of 1999."

Consumer Protection Laws

For competition in the electricity industry to work, strong consumer

-protection-laws-must-be-applied-to-the sale of electricity ina-restructured

industry. Low-income, non-English speaking and elderly consumers, in

particular, will need very strong consumer protections to prevent abuse in

the competitive market.

We arc pleased that Title III of HR. 2944 is devoted to addressing

consumer protection concerns. Attacking the problems of slamming and

cramming, while providing for information disclosure and privacy

restrictions is to be commended.

If enacted, the anti-slamming and anti-cramming provisions of the

Chairman's legislation will go a long way towards addressing these abuses.

AARP is pleased that the need for information disclosure is increasingly

understood by policymakers and is reflected in H.R. 2944. The bill

6
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includes provisions outlining the kind of information that suppliers must

present to consumers when offering services. Many of the elements that we

have urged be included in billing statements, such as price information,

description of charges, and information regarding interruptibility of service

are included in this section. Further, the legislation clarifies that states may

impose additional requirement-s. Ts lind o "consumer information floor"

is what we have been seeking.

Further, we applaud Chairman Barton for striking a delicate balance

between the protection of individual privacy regarding information

exchange and the need to make aggregate consumer information available

to promote competition. AARP values the individual's right and ability to

control the movement of personal information. We are pleased that the

provisions in H.R. 2944 recognize that right by requiring prior written

approval before personal information can be disclosed.

We also support the provision in H.R 2994 that requires local distribution

companies to make aggregate consumer information available to retail

7
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electric suppliers upon request. By facilitating the transfer of this type of

information, residential consumers are more likely to be offered choice.

While we are pleased overall with the consumer protection provisions

included in H.R. 2944, there are certain areas that need further attention. In

earlier-testimony-we-detailed the importance-of adopting-a--"Truth-in --

Billing" requirement to supplement the information disclosure provision.

AARP suggested that a comprehensive, easy-to-read billing statement each

month would help alleviate consumer confusion, making consumers more

likely to become participants in the competitive marketplace. This

provision is missing from H.R. 2944.

AARP also supports the creation of a consumer database housed at the FTC

to assist residential customers in obtaining information about retail electric

utility providers, including aggregators. Additionally, the creation of an

Office of Consumer Counsel within the FERC, as outlined in an earlier

draft, would assist consumers.
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Finally, as large aggregators, utility companies and power marketers are

likely to operate on an interstate basis, it is incumbent upon the Congress to

ensure that they meet certain threshold operational requirements and that

deceptive, fraudulent or other illegal behavior not be not tolerated.

Universal Service_ _ __

As we have said previously, electric utility service is essential. Therefore,

one of the cornerstones in any restructuring effort is the requirement that

electric utility service be universal and affordable. A universal service

policy must ensure basic electric service at a level of consumption that

would meet the needs of residential ratepayers for lighting, heating, cooling,

cooking, and recreation. In our view, affordability means that electricity

rates do not strain the household budget

AARP is concerned that in a competitive environment, less attractive

customers may be adversely affected. H.R. 2944's only recognition of

universal service is through a "Sense of the Congress" provision.

Unfortunately, such a declaration places the full burden on the states to

collect fees and implement the program. AARP believes that there is still a

9
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role for the federal government in ensuring that electric service is provided

to all consumers. At a minimum, federal involvement should include

participation on a Federal-State Joint Board that would oversee a program

funded by a fee placed on all generators of electricity.

Conclusion

AARP is pleased with the attention Chairman Barton has devoted to

residential consumers in HR. 2944. The consumer protection and

aggregation provisions should benefit consumers, but only if adequate

market power provisions are put in place to ensure that competition

becomes a reality.

AARP hopes that as legislation moves toward passage in the House, the

provisions we have discussed today remain intact or are improved. We urge

this Committee to remember that residential consumers will benefit from

restructuring only if aggregation is facilitated, strong consumer protection

provisions are enacted and electric service is ensured for all.

10
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Mr. Chairman, the work that you have done to highlight many of the

inherent problems in the move to a deregulated environment is to be

commended. H.R 2944 is a big step in the right direction. AARP looks

forward to continuing our active participation in this debate on both the

federal and state level and to working with you in crafting solutions that

will ultimately benefit not only our members, but the nation as a whole.

11
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ELECTRICITY STAKEHOLDERS
Legislative Principles for Competitive Wholesale Power Markets

In 1992, the Congress adopted the Energy Policy Act (EPAct). This law paved the way for
increased competition in wholesale electric power markets. Since then, the U.S. has experienced
dramatic growth in wholesale power sales, accelerated technical innovation and new supply
options for power consumers. However, as the turmoil in some regional markets makes clear,
the time has come to revisit federal electricity policy and bring it up to date. The following
principles represent a legislative framework that will help ensure competitive wholesale power
markets and enhanced consumer benefits for the next decade and beyond.

The organizations listed below believe that such legislation should, at a minimum, include the
followingprinciples:- ----

* Clarify that FERC has jurisdiction over the entire interstate transmission network
(recognizing state authority to set retail sales rates, as applicable under state law). This
includes language to:

Clarify FERC's jurisdiction over both bundled and unbundled transmission
services.
Affirm FERC's authority to ensure open and non-discriminatory access to
transmission services at just and reasonable rates.
Preserve local decision-making over transmission rate-setting for cooperatively
owned and publicly owned utilities.
Affirm that FERC retains the authority over the classification of facilities as
transmission, provided that FERC must consider the views of a state PUC when
making a decision.

* Create Federally-sanctioned mandatory bulk power reliability rules established by an
independent self-regulating organization subject to FERC oversight

* Promote effective Regional Transmission Organizations (RTOs):
Support the minimum functions and characteristics for RTOs and FERC's
authorities set out in Order No. 2000.
Direct FERC to take action to ensure appropriate scope and configuration, and
independent governance, of all RTOs.
Promote intrregional coordination
Retain FERC's authority to determine which facilities must be included in an
RTO.
Clarify that FERC has the authority to require jurisdictional (as of the date of
enactment) utilities to participate in an RTO as a generic condition for continued
or requested market-based rate authorizations or as a standard requirement for
merger approval or to remedy undue discrimination.
Authorize FERC to require transmission-owning federal utilities to participate in
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an RTO to remedy undue discrimination.
Allow FERC to order municipal and cooperative utilities to participate in an RTO
based on a finding that the utility has engaged in undue discrimination in the
provision of tansmission service, or abused its control over transmission so as to
disadvantage competitors, and open access transmission tariffs are not likely to
remedy the problem.
Ensure that orders issued with respect to cooperatively and publicly owned
utilities accommodate tax code restrictions and/or bond covenants.

Establish and enforce non-discriminatory wholesale interconnection standards,
including interconnections at the distribution level that preserve appropriate local authority to
protect distribution system safety, reliability and power quality.

Address wholesale market power abuses by directing FERC to:
Establish and enforce rules and procedures to ensure competitive wholesale
markets-so-as-toprevent-the-abu cf market power,-promote greater regulatory
certainty for market participants, and protect the public interest;
Monitor market conditions and behavior,
Investigate, mitigate and remedy the abuse of market power where it exists in
wholesale power markets; and
Eliminate regulatory barriers to the availability of anti-trust remedies in
competitive wholesale markets.

* Facilitate curtailable load responses needed to reduce transmission and generation
constraints and lower prices for consumers.

* FERC's authority to review mergers pursuant to Section 203 of the Federal Power Act
should continue without time limits and should clearly include review of mergers between
utility holding companies.

Repeal PUHCA and provide FERC and state PUCs with sufficient authority to protect
consumers, including access to books and records.

Prospectively reform PURPA:
Preserve and respect all current obligations;
Provide relief from prospective mandatory purchase requirements of Section 210
of PURPA once a state has certified that a utility has unbundled and is providing
nondiscriminatory open access to all of its transmission and distribution facilities.
End ownership restrictions on PURPA facilities.

Support consumer protection provisions:
Anti-slamming and anti-cramming protections.
Consumer access to sufficient price, terms and environmental information to
choose among competing suppliers.
Consumer friendly and transparent bill statements.
Consumer privacy safeguards.
Promote universal service.

91
DOE002-0101



Promote and protect the ability of any entity, including municipalities and
cooperatives, to aggregate electricity purchases on behalf of retail customers
located in one or more states.

* Provide for Federal and state bodies to jointly develop a model code of conduct regarding
inter-affiliate transactions.

* Promote clean energy and a cleaner environment by extending and expanding tax credits
for renewable energy to include open loop biomass (including agricultural and municipal
solid waste) waste heat and waste gases and provide a rfundable production and investment
tax credit for municipal and cooperative utilities renewable energy projects, including open
loop biomass.

* Correct elements of the tax code that impede the development of competitive markets,
including:

privat se ei-si-- io-ns- bons issu-by publicly-ownedutilities;
the 85/15 restrictions on the income of rural electric cooperatives;
disincentives to utility transfer of assets to form an RTO;
tax treatment of nuclear decommissioning funds associated with the transfer of
existing assets; and
tax treatment of transmission interconnections (CIAC).

* Limit any grandfathering provision to state competition programs enacted prior to the date
of enactment

* Remain silent on the subject of stranded costs recognizing existing federal and state
authority over these issues.

* Federally-owned electric customers should be able to purchase power on a competitive
basis pursuant to other applicable laws.

AARP
American Public Power Association
American Chemistry Council
City Utilities of Springfield, Missouri
Consumer Federation of America
Consumers for Fair Competition
Dynegy
EDS
Electricity Consumers Resource Council
Electric Power Supply Association
Enron
Indiana Municipal Power Agency
Integrated Waste Service Association
Madison Gas & Electric
Minnesota Power
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Missouri River Energy Services
National Association of State Utility Consumer Advocates
National Energy Marketers Association
Northern California Power Agency
Ohio Municipal Electric Association
PG&E Corp.
Portland General Electric
PPL
Transmission Access Policy Study Group
UtiliCorp
Wisconsin Electric Power Company
Wisconsin Public Power Inc.
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Residential Customers First 20 Principles to Protect Universal Service
for Residential Customers

Elecricity is a basic necessity of modem life. It contributes to the well-being of all
Americans. Over the years, the nation's utilities have provided reliable service at rates
amons the lowest in the world. Both residential and industrial customers have benefited
from the rules and regulations set up by the federal, state and local bodies that oversee a
utility's opeations.

CtrrrendJ. Conuress and the sates are considering legislation to deregulate the industry in
ways that may subject residential customers to harm. One of the glaring weaknesses
exhibited to date in the majority of the legislative offerings is the absence of adequate
provisions to expand and maintain universal service.

In an effort to brine attention to the importance of universal service for residential
consumers, a set of principles has been developed. The undersigned consumer.
environmental. snior citizen, and agricultural roups believe that these principles (attached)
mus. be part of any leslation which seeks to restrucure and/or deregulate the electric utility
industr.

W:- are actively wo:rkini to address other critical problems in many of the proposals aimed at
restructuring the electric utility industr-. Among the issues that need to be addressed by
ConTrress are: the removal of laneguaee suggesting a date certain. unfair r-covern of stranded
costs. strong corsum:: protczion provisions, adequate safe=uards to avoid market power
dominance and environmental orotections.

However, ou coal today is to fill a void and inject a discussion of universal service into the
debate. The undersigned organizations stronclv believe that without provisions rcflecting the
"Principles". residential customers and in many cases low-income residential customers will
not oniy be deprived of the benefits of competition in the industry, but ma in fact be hurt.

We ask you to give stron consid.eation to th"20 Principls toProtet Universal Srvice for
R.-si.de'.-l Cusor rs" o. d if you ave any ques-iorn please contact an) o one of u.

Consumer FederaTiof of America National Consume Law Center Public Citizen

National Consumers Leagu- National Granee Consumers Union

U'SP1RG &AARP Comunmmiies for Action

Refonn Oreaniznon of Welfare Acton Coalition of Enslewood National People's Action

Ns,;-c=. f C -- =-- : r. A-.I. AgT=e-- South At, Csaj -= Co==:-=~ Coa.mil

Sunflower Communirv Action Massachsens Senior Action Council
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RESIDENTIAL CUSTOMERS FIRST:
20 PRINCIPLES TO PROTECT UNIVERSAL SERVICE FOR RESIDENTIAL CUSTOMERS

THERE MUST BE A COMMITMENT TO UNIVERSAL SERVICE
1. The Federal government musl set guidelines for universal service and the states must
implement them.
2. Federal and state regulators each must have sufficient authority to execute their
responsibilities in establishing and maintaining universal service.

BASIC, UNIVERSAL SERVICES MUST INCLUDE:
3. Hook-up on a non-discriminatory basis.
4. A firm, uninterruptible supply of power sufficient to sustain household needs.
5. Fair prorities for restoration of service following an outage._
6. A default provider must secure firm power at the lowest reasonable cost for all customers not
served by other providers.

RATE AND PRICING PRINCIPLES FOR UNIVERSAL SERVICE MUST BE ESTABIUSHED
7. Rates must be just. reasonable and affordable.
8. Rates must be based on average residential use. not time-of-day peak.
9. Residential customers shall bear no more than a fair share of fixed costs.
10. Residential customers shall not subsidize utility entry into new, competitive businesses and
suLficient mechanisms to detect, prevent and correct such subsidization shall be estabtshed.

1. Rates should not be deaveraged or rebalanced, o prevent shifting of costs ono those
customers without competitive alternatives.

SERVICE ASSISTANCE MUST 3E PROVIDED TO LOW INCOME PERSONS AND AN
ADEQUATE UNIVERSAL SERVICE FUND MUST BE ESTABLISHED
12. Hook-up assistance and bill paymen! assistance must be provided to 1lw-income Dersons
and dinficul-to-serve areas, funded by a universal service fund.
i3. All producers and classes of customers must contribute to the universal service fund
equitabiy on a per-kilowatt-hour basis, and producers must not shift their contributions onto
cu'stomer s.

4. A Federal-State Joint, card or similar entity should have oversight over the establishment
.-nd im;rle-m-,tstii of universal servi-e.

CONSUMER PROTECTIONS ASSOCLATED WiTH MIAlITENANCE OF UNIVERSAL
SERVICE MUST BE ESTABLISHED AND ENFORCED
i5. Information on individual CL'tomers. such as name. address, telephone number. energy
usage and payment history must not be divulged to anyone unless the customer has provided
knowledosable written consent
15. Electricity suppiers must have adequate business office hours & 24-hour phone coveraoe.
17. Customers must be protected from dangerous or unreasonable disconnection.
'5Q. CLstomers must receive fair and clear billing statements with uniform labe!s that disclose
price, price variability, length of contract. supply mix and environmental pollutants and must
..ave access to fair cispute resolution procedures; suppliers must comply with fair marketing
practices including s:andardized disc-osure requirenents for price, terms and conditions and
environmental daims.
19. Customers must have a private rint-of-aiion, including ctass actions, for enforcemern and
camaoes.
20. There must be effective licensure and regu:atory systems to protect against unscupulous
marketers and suppliers and their practices.
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The L a r g e P u b I i c Power Co un cil

1050 Thom JWeOrn Ste. NW. r Fkoc War*Oigct. DC 2 07 *6 2021-19 (n,,) 202038-3s1 M()

MARCH 28, 2001

To: THE HONORABLE SPENCER ABRAHAM
SECRETARY OF ENERGY

FROM: THE LARGE PUBLC POWER COUNCIL

---- RE:-- -- DEVELOPMENTOF A-NATIONAtENERGY-STRATEGY---

The Largc Public Power Council (LPPC) is comprised of 20 of the nation's largest
community-owned and operated electric systems from across the country. Our members own
and operate over 44,000 megawatts of electric generation. In addition, we own and operate in
excess of 24,000 circuit miles of transmission lines, and serve major urban centers as well as
suburbs and rural communities. America's public power systems serve 15% of the nation's
Jlectricity customers.

LPPC strives to provide reliable power to its consumers at reasonable rates. Our
.members supply their customers using both their own generation and purchased power. On
behalf of our customers, we want to see the transmission system used efficiently and that new
generation and transmission can be constructed.

Today, public power systems in the West and elsewhere are working diligently to serve
customers without interruption, although many in the West have had significant rate increases
and those in California have been subject to blackouts despite the fact that they have had
adequate supplies to serve their customer loads. As the national supply/demand situation
becomes increasingly strained, it is critically important that existing capacity be preserved and
that every effort be made to encourage increased conservation and to develop new resources.

This memo has been developed to offer to you and the other members of The White
House Energy Task Force our observations and recommendations as you develop a
comprehensive energy strategy for this nation.

We are offering to the Department and the Task Force our recommendations on mid- to
long-term energy needs as well as short-term actions to mitigate the Western energy crisis.
Throughout this memorandum, we have included a number of "case studies" or programs that
bhve been initiated by our member companies to increase supply or to achieve energy savings.
Some of these case studies may prove to be useful illustrations of the kinds of policies you may
be recommending in your energy policy.

Aldh ErY cT) * CMsI Coanm PUD (WA) * Cok r
do Sphs Um (CO) * .JA(FL) . Kn*vOK Utle Boa d TN)

Le CO-ado Mmrer &Amrly (TX). M i Ugt Gas x Wtt DMrt on () TN. Mw pt ElecbteAut rty Geoa (GA)
Nebrasc Pubk P-. Dho, (W) P. Ne fw Power A (Ny) Oh Puc Pow P'tbld INE) * Orelo UWll Cwarsmn (FL)PuAt Rko ebdc Power AP u fRy* (PR) * nwra-ert uwcp Uyf st (rA) * Sai RRer P. (AZ)
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FUEL DIVERSITY: THE FOUNDATION FOR AN ENERGY POLICY

At the outset, the LPPC offers its strong support for fuel diversity as an essential
component of a national energy policy. Our membership comes from areas of the country with
access to generation from coal, hydropower, natural gas, biomass, wind, solar, landfill methane
and nuclear energy. We strongly support enhanced, environmentally responsible development of
all of these resources.

We further believe that sound energy and environmental policy should flow from this
"fuel diversity" strategy and encourage the Administration to employ such an approach in
development of the national energy strategy.

MD- TO LONG-TERM ENERGY POLICY NEEDS

ENCOURAGING EFFICIENCY AND CONSERVATION

LPPC members believe that measures that will help our customers and us achieve greater
energy efficiency and conservation are essential to a national energy policy. Investments in
energy efficiency can reduce price pressures, energy consumption and operating costs. In
addition, efficiency and conservation measures help protect the environment and can encourage
more rcsponsible energy usage. Programs that reduce consumption by end users ar important as
ar methods designed to improve energy efficiency in production.

2
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COAL- AMERICA'S SECURE SUPPLY

We believe that the Administration should advocate a diverse generation mix. Coal, in
particular, is an essential part of this country's fuel mix. Coal accounts for over O5_ of elctric
generation and approximately 23% of all the energy consumed The continued use of coal
decreases reliance on high-priced natural gas and helps maintain a stable price for the production
of electricity. LPPC supports incentives and Federal funding for coal burning and advanced
clean coal technology to work toward reducing conventional (health-based) polhrtants and
substantially improve power plant efficiency.

RENEWABLE ENERGY SOURCES

LPPC members generate electricity from wind, solar and hydropower and other
renewable resources. These renewables are a growing part of a diverse fuel mix.

The need for federal incentives for renewable energy production is crucial. Renewable
energy has demonstrated its place in contributing to the diversity of the nation's fuel mix in an
environmentally friendly manner. Production of renewable energy is becoming increasingly
competitive; however, continued research to address environmental problems and to expand
energy choices is an appropriate and essential role for government

3
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NUCLEAR ENERGY

Nuclear energy, as well, is a valued part of a diverse energy supply. LPPC strongly
supports moving quickly to resolution of the curent nuclear waste storage issue. We also
advocate a "forward looking" policy that includes a future for nuclear energy.

HYDRO PROCESS NEEDS REFORM

Hydroelectric facilities provide just under 10%/ of total U.S. electric energy. In the West
and parts of the Northeast electricity from hydro facilities constitutes a major part of the
generation mix. Hydro is emission free, has no fuel cost, and because of its virtually

4
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instantaneous start-up capability, provides an invaluable operating reserve. The axisting
regulatory system does not recognize these values.

The current Federal liccnsing/rlicensing process for non-federal hydro projects is time-
consuming, expensive, and cxremely complex, creating an unworkable framework that imposes
significant costs in terms of time, resources, and capital upon a utility. A relicensing case
averages 8 years and must be strted many years in advance of the expiration of the license. One
recent class of relicensed projects suffered a reduction of 8,h of their generating capacity due to
restrictions imposed during relicensing Facilities are often required to make extensive and
costly modifications and rerofits as a result of the relicensing process. Administrative costs of
rriccnsing proceedings and licensing conditions imposed in these proceedings threaten to cat up
much of the national economic benefit derived from continued operation of existing hydro
projects. Reform ofCtbhe arentsystemisdesperaelyneed

EMERGING TECHNOLOGIES

LPPC recommends that the Administration support emerging technologies such as fuel
cells and increased use of established technologies such as distributed generation (DG). At this
time, there are significant constraints on the use of DG technologies. But the use of DG
technologies by users during the West Coast crisis has shown itself to enhance reliability of the
grid as a whole as long as there is careful coordination with power providers.
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ENSURING THAT POWER IS DELIERED WERE AND WHEN rr IS NEEDED

Enhanced transmission must go haod-in-hand with enhanced generation. The curent
'trsmission system was not built to sere today's wholesale power markets With larger
volumes being moved in an increasingly competitive market over transmission paths that were
not anticipated at the time the existing grid wa built, suppliers are sometimes faced with
bottlnecks in and constraints on te transmission system. LPPC believes that a national enae
policy should include provisions that will streamline siting authority and encourag technologies
to upgrade existing transmission systems. The are technologies in cxistence today that can
optimize existing tansmission these must be deployed. Provisions to remove federal tax
constraints contained in Sees. 957 - 959 of Senator Murowsli's energy bill), including private
use, are necessary to ensure that all utilities can use existing power lines as efficiently as
possibl -and-to ensur-that n-D Cranscan be

Addressing the issue of supply, LPPC urges the earliest feasible consuction of a natural
gas pipeline fiom Prudhoe Bay, Alaska to the lower 48 states. The addition of this pipeline to
the inastucture would serve to greatly expand the existing supply, dampen soaring prices, and
would bring natural gas to both the West Coast and directly into the middle of the country. The
President's energy policy should emphasize quick action to begin construction of te Alaskan
Natural Gas Transportation System.

To build well-functioning wbolesale markets in the Souteast, we believe that the
Tennessee Valley Autbority's (IVA) role in these markets must be addressed by Congress.
TVA cannot remain unregulated and still retain its legal rights to be sole supplier to the
Teunessee Valley electric power distnibtors.

- -:* The cost-based rates offered by Power Marketing Administrations to their customers
must be preserved to maintain stability in the marketplace.

As you are well aware, public power systems do not operate for profit-these system
pass through all power costs to customers. In the face of extremely volatile electricity and
natual gas prices consumers ar finding locally controlled, cost-based public power systems an
inceasingly attractive option.

ENVIRONMErAL POLICIES SHOULD FLOW FROM AN INTEGRATED ENERGY
STRATEGY

LPPC would encourage the Administration to explore an integrated approach to
regulation of emissions from power ge ation as part of the national energy strategy. As
previousl stated, environmental policy should be based upon a national energy strategy that
ensures a diversified fuel mix, which includes increasing use of coal, natural gas, nuclear, hydro,
wind, biomass, landfill gas, solar and other renewable technologies

6
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Reconizing that health related air quality concerns exist which may warrant reductions
in emossionsQcN£_OS 2,anxLmeyuLPPCJeieyesthatan integrated-pproachtoths___
pollutants is a reasonable and feasible path for the power generation sector. LPPC believes that a
comprehensive multi-pollutant control strategy addrssing these emissions should occur over a
reasonable period of time, provide regulatory certainty, and encourage the use of flexibility
mechanisms. In addition, these future emission controls should not be layered on top of existing
regulatory requirements. The Clean Air Act must be modified to streamline existing muit-by-umit
emissions control requirements that are barriers to flexible implementation.

LPPC also believes that EPA and FERC disincentives to generation upgrades and
improvements should be eliminated. The permitting process for upgrades in technology and
efficiency improvements must be streamlined and impediments removed-

Public power recognizes that concern over climate change could be a factor in shaping
fture energy choices.

LPPC supports a flexible approach to mitigating greenhouse gas concentrations in the
atmosphere but does not support regulation of carbon as a pollutant.

The President's recently stated position on addressing climate change is an approach
embraced by LPPC. We also do not believe that "the government should impose on power
plants mandatory emission reductions for carbon dioxide, which is not a 'pollutant' under the
Clean Air Act." LPPC supports the use of technologies, market-based systems, and innovative
options for addressing concentrations of grenhouse gases in the atmosphe. A climate change
strategy must provide full flexibility to achieve goals or targets.

Continued research and sound science is fundamental to the development of an integrated
energy strategy. Flexibility must be a key ingredient, meaning that fuel diversity and all
activities and measures resulting in an ultimate reduction or stabilization of greenhouse gas
concentrations in the atmosphere should be recognized. Such activities or measures may
include, but are not limited to, increased use of cleaner burning and renewable technologies,
conservation and efficiency initiatives, carbon sequestration projects and mitigation of other
greenhouse gases.

7
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-WHATCAN-THEaADMINISRATInONO To HEi MmGATETHE WESTERN
EERGY CRISIS AND PREVEN FUTrRE CRISES?

LPPC members in the West, from Sacramento to Washington State, are facing serious
effects from the failed California restrituring initiatives, combined with generation and
ransmission shortages. In the near trm, we support efforts by our Western members to find

regional solutions that can counteract the irrational pricing that has been crated by this
environment This means aggressive mitigation of inappropriate exrcise of market power,
efforts to better coordinate new increments of supply and a holistic, regional approach to the

-SHORT-TERM RELIEF OPPORTUNITIES

First and foremost, the Administration should insist that FERC take whatever steps are
needed to ensure that wholesale rates are "just and reasonable". Unless the volatile Western
:narket is stabilized consumers and policy makers are likely to lose confidence in electric
competition.

Wholesale electric prices in the Western US are far higher than any we would expect to
see in a competitive market, averaging 29/kwh in December and 270/kwh in January. FERC's
March 9' refund order requied refunds ofless than 2% of California's $52 billion January
wholesale power bill.

The Department of Energy should also ask FERC to put effective market power
mitigation measures in place for this summer, when prics are likely to be even higher than last
winter's. If we hope to revitalize a healthy market system we will have to do a better job of
restoring order, and sanity, to the Western electricity market And, in our view, any responsible
action to deal with wholesale prices has to allow the wholesale purchaser to pass through actual
purchased-power costs to customers.

These temporary measures will be necessary until additional generating resources come
on line and a competitive market emerges.
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STREAMLINING: SUPPLY OPTIONS

At this time, it is essential for the Administration to undertake a thorough review of the
various processes that serveas a barrier to constructing new power generation and to the more
efficint use of existing power generation There are multiple, sometimes duplicative permitting
requiremcnts for new generation facilities. Recognizin the need for the most effient and
tranparut permitting system, LPPC would urge the Administration to review permitting
requirements for nrw and existing generation and, were possile, reqie that the process be
streamined, conducted in paralld and expedited to the maximum degree fasible.

In light of recent events, the Administration should also step up the dialogue with Canada
and Canadian generators to facilitate access to and guarantee supplies of fairly priced Cnadian
powerand naturagas.Managing;that reltionshp maypv imnportanttor balanced suppy.

In addition, DOE should request that FERC give the absolute highest priority to its
review and approval of the three gas pipeline expansion projects into California. New generation
cannot operate without gas to supply it

REMOVING TAX CONSTRAINT TO TRANSMISSION

Prompt resolution of the electric power industry's federal tax issues is necesary to
permit full utilization of the existing transmission grid and remove transmission bottlenecks that
constrain expanding transmisson capacity. Congress and the Administration need to revis the
curent private use" tax rules that keep public power from making transmission facilities

-financed with tax exempt bonds fully available for use by investor-owned utilities and private
businesses and to deal with the private use constraints on generation. This issue is an extremely
important energy policy matter, which can be resolved quickly and can deliver more efficient
tansmission and generation immediately.

WHOLESALE MALKET STRUCURE

While the debate has temporarily shifted away from national wholesale market stucttur
issues, we believe it remains essential to build robust wholesale markets, with independent
RTOs, a national reliability organization to enforce mandatory reliability standards, and
appropriate authority for FERC to address market power and merges. Today's market chaos
cries out for these solutions.

These are our thoughts and recommendations, Mr. Secary, as you and The White
Home Task Force attempt to shape a long-overdue national energy srategy.

We appreciate being encouraged to offer our input to the Task Force and pledge our
continred cooperation and support of your endeavors

9
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Large Public Power Council
Critical Issues Brief

March, 2001

LPPC

The Large Public Power Council comprises 20 of the nation's largest community-
owned and operated lectric systems fom across the country. Our members own and
operate over 44,000 megawatts of genration. In addition, we own and operate in
excess of 24,000 circuit miles of transmission lines, and serve major urban centers as
well as outlying suburbs and rural communities.

ENERGY POLICY-- -

Across the country, LPPC members are seeking to meet their customers' needs by
ensuring.adequate generation, cnsuring that the transmission system is used
efficiently and ensuring that new generation and transmission can be constructed.

a We strongly support fuel diversity. Our membership comes from areas of the country
with access to coal, bydropower, natural gas, renewable and nuclear energy. LPPC
supports enhanced, environmentally responsible development of all of these
rsources. Environmental policy should flow from this "fuel diversity" strategy.

* Within the energy policy debate, we will look to these measures to ensure fuel
diversity:

- Clean Coal technology funding

- Reform of the hydro relicensing process combined with appropriate
classification of hydro as a renewable

- Incentives for the electric power industry to develop additional renewable and
alternative fuels and ensure parity for public power

* Enhanced transmission must go band-in-hand with enhanced generation.

- New, improved transmission planning and streamlined siting mechanisms are
needed to assure adequate transmission.

- Provisions to remove federal tax constraints (contained in Secs. 957 - 959 of
Senator Murkowski's energy bill), including private use, are necessary to ensure
that all utilities use new and existing power lines as efficiently as possible, and
to ensure that new transmission can be built Power must be delivered where it
is needed without being hindered by an outdated tax code.
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* LPPC members also encourage measures tha will help us and our customers achieve
greater energy efficiency and conservation

* LPPC members in the West, from Sacramento to Washington Stat, arc facing serious
effects fiom the failed California restructuring initiatives, combined with generation
and transmission shortages. In the near term, we support efforts by our Western
members to find regional solutions that can counteract the irrational pricing that has
been created by this environment

* The debate has temporarily shifted away from national wholesale market structure
issues. It remains essential to build robust wholesale markets, with independent
RTOs, a national reliability organization to enforce mandatory reliability standards,
and appropriate authority for FERC to address market power and mergers

* To build a well-fmnctioning wholesale market, Tennessee Valley authority's role in
the Southeastern markets must be addressed by Congress. And, the cost-based rates
offered by PMAs to their customers must be preserved to maintain stability in the
marketplace.

ENVIRONMENTAL POLICY

* Environmental policy should be based upon a national energy strategy that ensures a
diversified fuel mix, which includes increasing use of coal, natural gas, nuclear,
hydro, wind, biomass, landfill gas, solar and other renewable technologies.

* LPPC supports a multi-part, flexible approach to reducing carbon concentrations in
the atmosphere.

* LPPC does not support regulation of carbon as a health-based (NAAQS) pollutant

* Continued research and sound science is fundamental to the development of a carbon
strategy.

A carbon strategy must provide full flexibility to achieve goals or targets. Flexibility
means that all activities and measures resulting in an ultimate reduction or
stabilization of greenhouse gas emissions should be recognized. Such activities or
measures may include, but are not limited to, increased renewable technologies,
conservation and efficiency improvement initiatives, carbon sequestration projects
and mitigation of other greenhouse gases.
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American ^
~FRDECXm L WEnBoEt Chemistry

PBOM ADe CEO Council c.S-i y

April 13,2001

The Honorable Spencer Abraham
Secretary of Energy
1000 Independence Avenue, S.W.

- -WashingteonDC 20585

Dear Secretary Abraham:

Congratulations on your leadership at the Department of Energy in developing a National Energy
Policy.

The business of chemistry is America's leading exporting industry and one of the nation's largest
consumers of energy. We have been hit hard by recent price increases. We stand ready to assist
7ou in your efforts to ir crease supply, expand existing infrastructure and improve efficiency toward
the goal of lower costs and greater energy independence.

Wve are concerned about possible amendments to the Public Utility Regulatory Policies Act (PURPA).
Existing FURPA provisions include mandatory connection to the grid, backup power at non-
discriminatory prices and the sale of excess power. Without these protections, many of our

- industry's cogeneration facilities and the manufacturing plants they serve will be at the mercy of
electric utilities that view them as direct competitors.

The business of chemistry is heavily reliant upon cogeneration (the sequential generation of
electricity and heat) for many of our production processes. The statutory provisions of PURPA have
allowed our industry and others to utilize cogeneration within markets dominated by monopoly
electric utilities. Any changes to the provisions impacting qualified facilities(QFs) will undermine
your efforts to solve our nation's electric generation shortage by jeopardizing existing power
generation and limiting the potential for certain new generators.

The benefits of cogeneration were made evident by a report issued by the Congressional Research
Service last year that included these fidin gs:

· The energy savings from cogeneration in 1997 was equivalent to the electricity use ofl12 million
households, or 5 percent of US. oil imports.

· NOX emissions savings from cogeneration in'1997 were equivalent to eliminating the exhaust of
more than 39 million vehicles.

Rs tpm, Care
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The Honorable Spencer Abraham
April 13,2001
Page 2

Without cogeneration made viable through PURPA. US. electric utility emissions of SO, would

have been 18 percent higher in 1997, with NOemissions 14 percent higher.

For these reasons, we would ask that the Administration oppose any attempts to modify existing
PURPA language and thus jeopardize our industry's cogeneration contribution to the nation's
electricity supply.

Sincerely,

President andyCEO

cc: Joe Kelliher '
Sr. Advisor to the Secretary
Dept. of Energy

Andrew Lundquist
Executive Director of the
National Energy Policy Development Group

Karen Knutson
Deputy Director of the
National Energy Policy Development Group
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STATEMENT OF CRAIG MOYER,
MANATT, PHELPS & PHILLIPS
SUBMITTED ON BEHALF OF

THE WESTERN INDEPENDENT REFINERS ASSOCIATION
BEFORE THE HOUSE SUBCOMMITTEE ON ENERGY AND AIR QUALITY

MARCH 30, 2001

On behalf of the Western Independent Refiners Association (WIRA), in my
capacity as counsel for WIRA, I am pleased to provide this statement for the record
providing an overview of the current challenges facing small business refiners (refiners
with fewer than 1500 employees and less than 155,000 barrels per day total capacity).
WIRA is a trade association of small and independent refineries on the West Coast At
this time, ten small independent refineries continue to operate on the West Coast, nine in
California and one in Tacoma, Washington. In California, these refineries are located in
each of the thie refiig areas withini California. One is located-in the San Fiancis -
Bay area. One is located in the Bakersfield area of the Southern San Joaquin Valley and
the remaining facilities operate in the Los Angeles Basin. Small independent refineries
employ thousands of people and each company pays millions ofdollars in taxes, even
after excluding income taxes. WIRA members produce a full slate of petroleum products
including everything from gasoline, diesel fuel and jet fuel to asphalt, lube oil and
specialty petroleum products. At this time, when it so clear that all domestic energy
sources should remain viable and that no domestic source should be overlooked, I believe
that it is important for this Subcommittee to understand the role of small refiners to the
energy supply of our nation.

The Pro-competitive Role of the Small Refinrs

Small and independent refiners have long been recognized as an important
competitive force in the refining sector. Individually, each small refiner represents a
relatively small share of the petroleum product marketplace. Cumulatively, however,
their impact is substantial. Their pricing competition pressures the larger integrated
companies to lower prices to the consuming public. Without that competition pressure,
consumers will pay more. For example, in early 1991, Amoco shut down a 40,000 barrels
per day refinery in Casper, Wyoming, and gasoline prices jumped almost 10 cents per
gallon. In California, the Attorney General concluded that after five small refiners shut
down because they could not manufacture California's cleaner burning gasoline, the loss
of competition cost consumers hundreds of millions of dollars. Through experience, we
know that when small refiners leave the marketplace, prices go up and consumers suffer.

Congress and many agencies, including the Environmental Protection Agency
("EPA") and the California Air Resources Board ("CARB"), have long recognized the
importance of the independent refining sector to maintaining a competitive market for
petroleum products. For example, after EPA promulgated rules limiting the sulfur
content of diesel fuel to 500 parts per million effective October 1, 1993, Congress
recognized the implications of this rule on small diesel refiners and authorized the
issuance of acid rain credits to small diesel refiners pursuant to Section 410 (h) of the

1
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1990 Clear Air Act amendments. Because of the important procompetitive impact of
small refiners, CARB, an agency that has promulgated perhaps the most stringent fuels
regulations in the Country, has provided separate treatment for small refiners in virtually
every fuels regulation it has passed since 1988. In its two most recent fuels rulcakings,
EPA has authorized separate treatment for small business refinrs, as well Even the
South Coast Air Quality Management District, an agency leading the nation and perhaps
the world, in stringent air quality regulations, authorized separate treatment for small
refiners in its recently promulgated Rule 431.1 regulating diesel fueL

In addition to maintaining competition, small and independent refiners often
supply other petroleum products not otherwise available in certain areas. For example,
small refiners manufacture 100 percent of California's grade 80-aviation fuel, aliphatic
solvents, and JP-4 jet fueL Small refiners also manufacture 100 percent of the asphalt
produced in southern California and much of the off-road diesel fueL Half of the diesel
hfel produced inii Sa-nJoaquin Vallcy, Cailfonia's-f'ann ltisr-tfini-ed mi ---all --
refiners.

Small business refiners also fill a critical national security function. For example,
in 1998 and 1999, small business refiners provided almost 20 percent of the jet fuel used
by US. military bases. This adds up to almost 500 million gallons ofjet fuel supplied
each year under defense contracts between the government and small business refiners

Challenges Facing the Industry

Today, approximately 124 refineries are operating in this country. About 25
percent are small independent refiners. Small business refiners are primarily owned by
U.S. citizens including privately held businesses and one farmer cooperative.

As Secretary of Energy Spencer Abraham noted in recent comments to the United
States Chamber of Commerce, the number of American refineries has been cut in half
since 1980. Many of these were small business refiners unable to meet the challenges of
poor refining margins and expensive regulations Meanwhile, no new refinery has been
built in the United States in over 25 years and regulatory requirements limit the ability of
existing refineries to expand capacity. Government regulations require the production of
more than 15 types of gasoline. Existing refineries arc operating at capacity resulting in
more frequent unplanned shutdowns. Every small refiner forced from the marketplace
increases our vulnerablity. 'Given the foregoing, one must agree with Secretary Abraham
that we "have a refining industry strained to capacity, leaving us dangerously vulnerable
to regional supply disruptions and price spikes."

Some of the major challenges facing small rfiners in today's market include:

* Small refiners are large users of electricity and natural gas. The remarkably
high prices of these inputs are affecting the small refiners.

· The phase out of MTBE as an oxygenate will lead to increased costs as
reformulations ar required

2
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* Access to crude oil is an ongoing challenge, as large companies merge and
the remaining mega-companies are not consistently willing to supply small
refiners.

* Wastewater treatment controls and stationary source air quality controls have
become increasingly stringent, thus raising costs for small refiners.

The challenges facing small refiners continue. Not only must they compete head
to head with some of the largest companies on the planet, but also they must comply with
increasingly stringent government regulations. Of most concern: on January 18, 2001,
the EPA published new regulations, which create new standards for levels of sulfur in
highway diesel fuel beginning in June, 2006. Under the new regulations, refiners must
meet a stringent new standard of 15 parts per million sulfur limit for most on-road diesel
volume (Ultra Low Sulfur Diesel Fuel"). Small refiners produce about four percent of
the Nation's diesel fuel and in some regions produce over half of the diesel fuel. In the
~final rule. EPA stdfregardingT-- diesd-sul Bir standards "that small busines reiners
would likely experience a significant and disproportionate financial hardship in reaching
the objectives of our diesel fuel sulfur program" In the final rule, EPA agreed with the
final Small Business Administration report regarding the diesel sulfur standards "that
small business refiners would likely experience a significant and disproportionate
financial hardship in reaching the objectives of our diesel fuel sulfur program."
However, EPA has made no provision to assist small business refiners in financing the
mandated capital expenditures.

The new regulations also will make it even less likely that new refineries will ever
be built With the exception of one small topping facility in Alaska, no new refinery has
been built in the United States for almost 20 years. Existing facilities are operating at full
sustainable capacity. Operational demands imposed by the new regulations will result in
a reduction of on-road diesel production. At the same time, U.S. consumer demand for
diesel fuel, as forecast by the Energy Information Administration, is expected to grow by
.6.5 percent between now and 2007. If small business refiners are eliminated from diesel
production, supply shortages will become even more likely. Therefore, it is important to
seek methods to reimburse small business refiners for their costs in meeting these new
government imposed mandates, which endanger their long-term economic viability.

EPA estimates that small business refiners will incur average capital costs of $14
million per facility to meet the new diesel regulations. For some facilities, the cost will
be substantially more.

In addition, costs to produce low-sulfur gasoline and to comply with other
regulations will add significantly to capital requirements in approximately the same time
frame. Such capital investments are significantly beyond the financial capability of
facilities operated by small business refiners, whose total investment is dwarfed by these
requirements. On top of the initial required capital expenditures, the related increases in
operating costs could equal or exceed the refineries' historical annual profits, and thus,
imperil the viability of these important US businesses.
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While WIRA does not oppose the regulation, and is fully committed to
compliance, we believe that national energy policy should take into account the
importance of the small refiners and should include proposals for mitigating the impact of
this regulation. Without such provisions, some small business refiners will shut down and
all will struggle to meet the mandated expenditures. Such a policy ignores the important
role of the small business rfiner in the U.S. energy market. Tbe result of such a policy
will have serious consequences for our country.

Conclusion: US. Government Energy Policy Should Recognize the Role of
the Small Refiner

The challenges to small business rcfiners, including the need for mitigation for the
impact of otherwise appropriate environmental policies, should be recognized by the
Congress and should be addressed in overall U.S. energy policy. If this does not occur,
and small refiners go out of business, the competitive fabric of the U.S. oil and gas
industry will be irreparably damaged

Thank you for your consideration of these important comments.

4
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Western Independent Refiners Association C()
Impacts of EPA Regulation

Small Refiners Are Key

* WIRA represents refiners with fewer than 1,500 employees and less than 155,000 baels per
day total capacity. WIRA members produce a full slate of petroleum products including
cverything from gasoline, diesel and jet fuels to asphalt, lobe oil and specialty petroleum
products.

* Today, approximately 124 refineries are operating in this country. About 25 percent are
small, independent refiners. Small bsiness refiners are primarily owned by U.S. citizens,
includig privately held busines andone an nner coopeative..__ ._____ -.___ __

* Small independent refineries employ thousands of people and each company pays millions of
dollars in taxes, even after excluding income taxes.

* In addition to maintaining competition, small and independent refiners often supply otber
petroleum products not otherwise available in certain areas. For example, small refiners
manufacture 100 percent of California's grade 80-aviation fuel, aliphatic solvents, and JP4
jet fuel. Small refiners also manufacture 100 percent of the asphalt produced in southern
California and much of the off-road diesel fuel Half of the diesel fuel produced in the San
Joaquin Valley, Califomia's farm belt, is refined by small refiners.

Refining Capacity Is at a Maximum

* As Secretary of Energy Spencer Abraham noted in recent comments to the United States
Chamber of Commerce, the number of American refineries has been cut in half since 1980.
Many of these were small business refiners unable to meet the challenges of poor refining
margins and expensive regulations. Meanwhile, no new refinery has been built in the United
Slates in over 25 years and regulatory requirements limit the ability of existing refineries to
expand capacity.

* Government regulations require the production of more than IS types of gasoline. Existing
refineics are opeating at capacity resulting in more frequent unplanned shutdowns. Every
small refiner forced from the marketplace increases our vulnerability. Given the foregoing,
one must agree with Secretary Abraham that we "have a refining industry strained to
capacity, leaving us dangerously vulnerable to regional supply disruptions and price spikes."

Federal Regulations Burden Small Refiners Disproportionately

* On January 18, 2001, the EPA published new regulations, which create new standards for
levels of sulfur in highway diesel fuel beginning in June 2006. Under the new regulations,
refiners must meet a stringent new standard of 15 parts per million sulfur limit for most on-
road diesel volume ("Ultra Low Sulfur Diesel Fuel").

* Small refiners produce about four percent of the Nation's diesel fuel and in some regions
produce over half of the diesel fucL
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* In the final rule, EPA stated regarding the diesel sulfur standards "that small business
refiners would likely experience a significant and disproportionate financial hardship in
reaching the objectives of our diesel fuel sulfur program" In the final rule, EPA agreed
with the final Small Business Administration report regarding the diesel sulfur standards ,
"that small business refinrs would likely cxperience a significant and disproportionate
financial hardship in reaching the objectives of our diesel fuel sulfur program."

* However, EPA has made no provision to assist small business refiners in financing the
mandated capital expenditures.

Mitifation Required

a Unmitigated, the new regulations will make it even less likely that new refineries will ever be
built Therefore, it is important to seek methods to reimburse small business refiners for their
costs in meeting these new government imposed mandates, which endanger their long-term
economic viability.

*EPA estmats tat snmalbusiness refiners will incur average capital costs of S-4-miion per
facility to meet the new diesel regulations. For some facilities, the cost wil be substantially
more.

* Costs to produce low-sulfur gasoline and to comply with other regulations will add
significantly to capital requirements. Such capital investments are significantly beyond the
financial capability of facilities operated by small business refiners, whose total investment is
dwarfed by these requirements. On top of the initial required capital expenditures, the related
increases in operating costs could equal or exceed the refineries' historical annual profits, and
thus, imperil the viability of these important US businesses.

*- WIRA does not oppose the diesel fuel regulation. We are fully committed to compliance.
We believe, however, that national energy policy should take into account the importance of
the small refiners and should include proposals for mitigating the impact of this regulation.
Without such provisions, some small business refiners will shut down and all will struggle to
meet the mandated expenditures. Such a policy ignores the important role of the small
business refiner in the U.S. energy market. The result of such a policy will have serious
consequences for our country.
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Kelliher, Joseph .:

From: Linda Stuntz Pstuntz@sdsatty.com]
Sent: Wednesday, February 14, 2001 12:37 PM
To: Kefliher, Joseph
Cc: Dave Nevius; David Cook
Subject: Reliability Legislation

bnp.htm

Dave Nevius, David Cook and I would appreciate the opportunity to
visit with you sometime soon to talk about reliability legislation. As
you may know, Senator Gordon Smith has introduced the Gorton bill of
last year (S. 172). Mr. Wynn and others have introduced legislation
similar to the Wynn Bill of last year, which includes RTO coordination
amendments (H.R. 312). I understand that you are working with the Vice
President's task force on a Comprehensive Energy Strategy. We would
like to talk with you about making the NERC reliability legislation a
part of that S-tegy, and aaaress a-ny ue5ions you maTy h op aut our
/rq islatf 1a..f_-t .

Dave would also be prepared to talk about the status of NERC's summer
assessment, and how things look to them.

I know you are swamped. Please just let me know when you could fit us
in, and we will be there.

thanks and best regards,
Linda

1
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Tripodi, Cathy

From: Kefliher, Joseph
Sent Sunday, June 10, 2001 2:40 PM
To: Tipod, Caty
Subject FW: Staement on Energy PdklyAmpemnentation

nportance: High

NBE SwateniLdoc

---- Original Hessage-----
From: Jim Ford fmailto:Fordjeapi.orgl
Sent: Tuesday, March 20, 2001 2:06 PH
Tor'- Kel iher,-Joseph
Subject: Statement on Energy Policy/Implementation
Importance: High

As we discussed, please find attached a short paper on the U.S. oil and
natural gas supply situation, together with a list of steps that the
Administration could'take at once to alleviate the situation. I will
send
you additional materials under separate cover.

Jim Ford
Federal Relations Director
American Petroleum Institute.
682-9210
fordjeapi.org <mailto:fordjeapi.org>
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Kelliher, Joseph

From: Jim Ford [Fordjapi.orgJ
Sent Tuesday, March 20.2001 2.06 PM
To: Kellher, Joseph
Subject: Statement on Energy Policymplementation

Importance: High

NEP Stwesnt-doc

As we discussed, please find attached a short paper on the U.S. oil and
natural gas supply situation, together with a list of steps that the
Administration could take at once to alleviate the situation. I will
send
you additional materials under separate cover.

Jim Ford
Federal Relations Director
American Petroleum Institute
682-8210
fordjpapi.org <mailto:fordjeapi.or9>
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Overview: U.S. Oil and Natural Gas Supply Situation

Energy has not been an overriding government priority for some time. The energy problems of
the past year have showcased the price we are having to pay for the failure to develop an
effective national energy policy. Time is not on our side. U.S. energy concerns must have a place
at the decision-making table and the energy impact of government decisions must be carefully
weighed.

Crude Oil

The Department of Energy has forecast U.S. energy consumption between 1999 and 2020. While
natural gas rises from 23 percent of consumption in 1999 to 28 percent in 2020, oil stays about

___ __ thesame(40 percentin999. and39_ percent in 2020).-Seventy-percent ofpetrolenumconsumed-in
the U.S. is for transportation. Most recent energy studies agree that this share is likely to
continue well into this century - even with strong increases in energy efficiency and a rapid
infusion of new technology.

However, under the best of circumstances, the U.S. will become more and more dependent on oil
imports. This dependency now amounts to about 57 percent of U.S. oil demand. DOE projects
that 64 percent of oil demand will be met by imports in 2020. In order to ensure reliable and
secure sources of oil, we have no choice but to diversify the sources of our supplies, both
domestic and foreign, and increase both. The U.S. oil and natural gas industry has the advanced
technology needed to find and produce oil and gas in an environmentally safe manner.

However, domestically, access to federal government lands has become an acute problem. For
example, from 1983 to 1997, access to federal lands in eight Western states declined by more
than 60 percent - and that does not reflect major land withdrawals since 1997. At the same time,
the U.S. oil and gas industry's ability to compete for opportunities abroad have been threatened
by two U.S. policies: the alarming tendency to use unilateral economic sanctions against oil
producing countries as an instrument of foreign policy - despite the evidence that they don't
work -- and the adverse tax treatment of foreign source income of U.S. oil and gas companies.

- Refinery Capacity and Utilization. Even if we obtain all the oil we need, our energy supply
would still be under an enormous strain. While environmental requirements now in place are
giving us the most environmentally-sensitive fuels ever manufactured, these requirements have
drastically reduced refinery flexibility and further tightened the U.S. supply situation.

The U.S. refinery system is basically maxed out. Capacity utilization averaged 92.6 percent in
2000. At peak levels of seasonal demand, it topped 95 percent. This compares to an average
capacity utilization rate in other industries of 82 percent. Refinery capacity utilization is high
because our capacity is below what it was 20 years ago. Recent increases have not kept up with
the growth in demand - so we've had to import products. But we cannot import much more,
because tightening fuel specifications and the proliferation of so-called boutique fuels make it
much more difficult for foreign producers to meet the U.S. demand for refined products.
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- Regulatory Burden. Increased regulation of fuels and refineries is a major reason why refinery
capacity has not kept up with demand. We haven't built a major new refinery in this country in
20 years. Moreover, complex, time-consuming permitting requirements greatly limit the ability
of refiners to increase capacity. They also inhibit efforts to increase pipeline capacity. The
pipeline system in the U.S. was designed decades ago to handle some 70 percent of liquid fuel
transportation, but the increased demand and proliferation of fuels is making this system
increasingly inadequate.

- Boutique Fuels. The Clean Air Act Amendments require state implementation plans (SIPs)
under which individual metropolitan areas can create their own fuels to meet clean air
requirements. There are 15 different types of gasoline now in use because of clean air
requirements. This balkanization of fuels greatly reduces refinery flexibility. The reduced
flexibility means that relatively minor disruptions and down-time for maintenance can have a

--- --- muchb ore disruptiveimpact on the flow of supply--

Natural Gas

Natural gas is a clean, safe, efficient and reliable fuel. Consequently, demand is rising,
particularly as the fuel of choice for new power plants. Approximately 85 percent of the natural
gas consumed in the U.S. is produced domestically. Most of the remainder comes from Canada.
The landmark natural gas study issued a year ago by the National Petroleum Council - a DOE
advisory committee - projected that producers would have to invest about $658 billion between
1999 and 2015 to meet the growth in gas demand.

The growing demand for natural gas underscores the-urgent need for increased access to
potentially gas-rich government lands. However, most government lands with the best prospects
for new gas discoveries are off limits to development: 100 percent of resources offshore on both
coasts; 56 percent of the eastern Gulf of Mexico resources; and 40 percent of the Rocky
Mountain region resources.

Needed: A National Energv Policy

What is needed from government decision-makers is a serious effort to address U.S. energy
problems and shape a fair and effective national energy policy. That is why API welcomes the
energy policy initiatives now underway in both Congress and the Administration. However, it
took some 25 years to get into today's energy situation - and the problems will not be solved
overnight. So it is extremely important that energy be fully represented at the government
decision-making table and that the energy impact of environmental and other decisions be fully
considered.

After more than two decades of inaction, the American public can no longer afford the luxury of
not coming to grips with US. energy needs, while maintaining a clean environment. The nation
can do both. Meeting U.S. energy needs and protecting the environment are both critical to our
nation's continued economic growth - and to achieving the future prosperity and well-being we
all seek.
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Available Administrative Actions on National EnerRy Policy in the Oil and Natural Gas
Sectors:

Require Executive Branch agencies to avoid significant adverse energy consequees in proposing regulatory and
otber administrative actions.

Require Executive Branch agencies to review existing rules and policies and revise tbem as necessary to climinate
significant adverse energy consequences.

Make energy policy a key assignment for a senior White House aide.

Direct the Interior Department in consulttion with other federal land management agencies and the Energy
Dcpartment, to complete the inventory of federal oil and natural gas resources mandated by the 2000 amrndmnts to
the Energy Policy and Conservation Act.

Direct the Energy Department, in consultation with the federal public land nmngement agencies, to identify
administrtive barriers to timely exploration and development of federal oil and gas resources and take steps to
remove those barriers.

Provide a "strike force to compleent existing staff of public land anagement agencies to immediately reduce the
tremendous backlog of pending applications for permits to develop federal oil andgas leases, to revise resource
management plans, and to complete required enviromrental analyses. Ultimately, provide adequate
staffing/resources to maintain and expedited timetable for these activities.

Direct the Interior Departnent to expand royalty-in-kind (RIK) programs onshore and offshore, with any RIK oil to
be tansferred into the Strategic Petroleum Reserve.

Maintain the December 2001 schedule for OCS Lease Sale 181.

Grant California's request to the Environmental Protection Agency for a waiver from the Clean Air Act's oxygen
mandate for reformulated gasoline.

Ensure that the first annual report from the advisory group to EPA on technological feasibility (equipmcnnt and
construction resources) of the on-road diesel sulfur rule includes meaningful conclusions and recommendations that
the agency can use quickly to decide whether modifications should be made to avoid adverse fuel supply and price
conscquence.

Direct the Labor Deparment, in consultation with the Energy Departent, to develop recommendations for a job-
training programr designed to fill employmnt needs in the oil and natual gas industry.

Direct the Office of Management and Budget to deterine whether fical 2001 funds could be reprogranmed to
increase grants to states for low-income beating and weatheriztion assistance.

Direct OMB to detrmine whether fiuds could be reprogramned to ensmue fi fiading of US. Coast Guard nautical
charting programs and Corps of Engineers harbor maintenance activities to ensure that tankers can move needed
petroleum products safely and expeditiously.
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Kelliher, Joseph

From: Jin Ford [Forqapi.orgI
Sent: Tuesday. March 20. 2001 2:51 PM
To: Keiher, Joseph
Subject: Recommendations on National Energy Policy

Importance: Hgh

BJ Bj Jj Bj Hj
M Ennyr Io MB EnWeg MB EneW MB Energy Parie MB Deeparr MB EPCT Impact MB Deepwat

l.doc Upsbeam 2.doc Dwnstream 2.doc .doc Whte Paper.doc Anaysdo Whte Paperdoc

MBSPRdoc MS RmK Whte Ener
-pe ' - EO-Tilc oc- -

Hi, Joe. As we discussed, attached are a set of
papers on national
energy
policy recommendations. Much of it is designed to be self-explanatory.
The
last document is a suggested executive order to ensure that energy
implications are considered and acted on in rulemakings and other
executive
actions. This draft has DOE as the coordinator. Probably also need to
make
energy a major portfolio item for a senior White House aide.

Let me know if you have questions or additional info needs. Thanks.

Jirn Ford
682-8210
fordj@api.org <mailto:fordj@api.org>
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RECOMMENDATIONS FOR A NATIONAL ENERGY POLICY

The United States is approaching the end of a year in which consumers have
experienced a heating oil price spike followed by a gasoline price spike and
higher prices for al petroleum products due to significantly higher crude oil
prices, and, most recently, escalating prices for natural gas. These fuel supply
challenges facing the United States over this past year are only the most recent
reminders that our nation has fallen far short of addressing our energy needs in a
sustainable, strategic fashion.

At the same time that energy usage continues to rise, the industry's capability to
meet energy demands faces increased limitations that make supplying the
marketplace ever more difficult. U.S. crude oil production peaked in 1970 at 9.6
milion barrels per day '(B/D)'. Over the first six months of 2000 it has averaged
5.9 million B/D - 39% less than 30 years ago. In the face of tremendous
demand, U.S. production of natural gas declined 14 percent between 1973 and
1999. The recent natural gas study by the National Petroleum Council projects
that producers will have to invest about $650 billion in upstream capital between
1999 to 2015 to meet the growth in natural gas demand. U.S. refinery utilization
is at historically high levels, nearly 96 percent for the third quarter of this year,
while refinery capacity has declined from a high of 18.6 million barrels per day in
1981 to 16.5 million barrels per day in 2000, leaving no room for continued
economic growth.

If we are to continue America's economic growth and continue creating jobs and
wealth across the country, we must have the affordable, reliable energy that fuels
our economy and supports our way of life. Congress must develop cost-effective
mechanisms for increasing domestic supply. At the same time, environmental
concerns must be addressed, and these can be best dealt with through free-
market-based incentives, which provide the best foundation for cost-effective
solutions. While the U.S. has a strong strategic and economic interest in a
vibrant domestic oil and gas industry, we also need a wide diversity of
international supplies. Recognizing that 90 percent of the world's proven oil
reserves are in the hands of national oil companies, and more than two-thirds of
those are in the volatile Middle East, U.S. energy security is best served by U.S.
companies being competitive participants in the international energy arena.
The recommendations that follow address each stage of oil and gas supply -
both domestic and foreign: exploration and production, processing and refining,
transportation and distribution. If adopted, they will enhance a strong, productive
U.S. energy infrastructure that can supply abundant, affordable energy in an
environmentally responsible manner.
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UPSTREAM ISSUES

* COASTAL ZONE MANAGEMENT ACT AND OFFSHORE E&P
16 U.S.C. § 1452 states that in administering their coastal zone programs,
states shall give priority consideration to the siting of energy facilities
associated with the exploration, development, and production of the
mineral resources of the Outer Continental Shelf. Yet, U.S. Department of
Commerce administration of consistency determinations under the
Coastal Zone Management Act has made the law a tool for unnecessary
delay and duplicative regulation of offshore exploration and production.
For example, the regulations impose consistency determinations on the
Interior Department's Minerals Management Service's five-year OCS
plans and other pre-leasing activities that have no direct impact on a
state's coastal zone.

Recommendation: Amend the Coastal Zone Management'Act to ensure
that valid offshore natural gas and oil lease rights are protected in the
CZMA process and direct the Department of Commerce to administer
state consistency programs to ensure priority consideration is given to
responsible oil and natural gas development in state consistency
determinations.

Reaffirm the primary authority of the Minerals Management Service under
the Outer Continental Shelf Lands Act and the National Environmental
Policy Act for regulating offshore oil and gas leasing, exploration,
development, and production activities and assure that other federal
agencies and state agencies do not impose duplicative requirements.

* ARCTIC NATIONAL WILDLIFE REFUGE
Open the Coastal Plain of the Arctic National Wildlife Refuge (ANWR) to
oil and natural gas exploration and development. ANWR is America's
most promising area for the discovery of giant oil and gas resources in
North America.

Recommendation: The Alaska National Interest Lands and Conservation
Act 16 USC Sec. 3101 et seq, provides for development of oil and natural
gas resources from ANWR upon an affirmative vote of both the House of
Representatives and the Senate.

* DEEPWATER ROYALTY RELIEF
To encourage investment in domestic oil and gas resources on the Outer
Continental Shelf, Congress enacted the Deepwater Royalty Relief Act of
1995 to suspended the payment of royalties for specific initial quantities of
oil and gas produced from the OCS in water depths greater than 200
meters. This incentive was very successful and resulted in billions of
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dollars in additional revenue to the United States and a significant
increase in oil and natural gas production of from OCS waters.

Recommendation: Amend Title III of Public Law 104-58, 'Alaska Power
Administration Sale Act," Section 304, to permanently adopt the
deepwater royalty relief automatic suspension volume provisions that
expired November 2000 for all deepwater production.

* ROYALTY IN KIND
The Minerals Management Service's recent RIK pilot projects in Wyoming,
Gulf of Mexico and in Texas state waters have successfully demonstrated
the Agency's ability to take royalties in kind, rather than value. RIK saves
the taxpayer money through reduction in administrative costs and
reduction-of the uncertainty inherentin- payingroyaltiesin-value-that often-
results in costly agency and court disputes.

Recommendation: Amend the Outer Continental Lands Act, 43 USC
Sec. 1331 et seq. and the Mineral Leasing Act of 1920, 30 USC
Section181 et seq. to promote RIK wherever practicable and clarify that
the MMS' existing authority to use RIK includes the authority to pay
transportation and other post-production costs.

* SAFE DRINKING WATER ACT
Hydraulic fracturing is a vital technology that is used in over half of the
natural gas wells in the country. Current litigation over the regulation of
this activity could dramatically increase the cost of this technology and
limit natural gas production in some areas of the country. Clarification is
needed for the Safe Drinking Water Acts underground injection control
provisions to exclude coverage of hydraulic fracturing. This would allow
states to continue to regulate hydraulic fracturing under their oil and gas
regulatory programs.

Recommendation: Amend Section 1421(d)(1) of the Safe Drinking Water
Act (42 U.S.C. 300h(d)) to clarify that the term underground injection does
not include hydraulic fracturing similar to S. 724 in the 106" Congress.

· STRATEGIC PETROLEUM RESERVE
The Strategic Petroleum Reserve was created by Congress to provide for
limited supplies of oi in time of supply disruptions, thereby enhancing
national security. In 1998, when oil prices were low, the Secretary of
Energy used federal royalty oil taken in kind by the Minerals Management
Service and transferred to DOE for filling the SPR. This is a practice that
should be strongly encouraged.

Recommendation: Amend Part B of Title I of the Energy Policy and
Conservation Act (42 U.S.C. § 6232 et seq.) to strongly encourage the
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Secretary of Energy to fill the Strategic Petroleum Reserve during periods
of stable oil prices to the equivalent of 90 days of imports for use in
national emergencies only, using federal royalty oil, taken in-kind.

UPSTREAM ISSUES REQUIRING CONGRESSIONAL OVERSIGHT

*ACCESS TO GOVERNMENT LANDS FOR NATURAL GAS AND OIL
DEVELOPMENT

In developing a National Energy Policy, Congress should direct the
Administration, perhaps in oversight hearings, to adhere to existing
congressional mandates under the Federal Land Policy Management Act
and related Acts requiring agencies to give balanced consideration to
multiple copting uses-of federalland-il-and-natural-gas development-
is an important use of federal lands and experience has shown that it does
not have to be excluded for environmental or aesthetic purposes.

Direct the U.S. Forest Service and the Bureau of Land Management to
revise their planning regulations to make natural gas and oil leasing a
priority. For example:

Recommendation: Direct the Administration to conduct a thorough and
comprehensive review of offshore leasing moratoria, allowing leasing and
production of natural gas and oil in all but the most sensitive
environmental areas.

Recommendation: Direct the U.S. Forest Service and the Bureau of Land
Management to revise their resource planning regulations to make natural
gas and oil leasing a priority in order to meet the Nation's critical energy
needs.

12/20/2000
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DOWNSTREAM ISSUES

FEDERAL OXYGEN MANDATE AND MTBE
The Clean Air Act mandates a minimum amount of oxygen in federal
reformulated gasoline. This requirement indirectly requires the use of
oxygenates such as MTBE and ethanol. The oxygen mandate is
becoming environmentaly obsolete and should be repealed so refiners
can reduce the use of oxygenates in the most cost-effective manner.
Consumers are best served when refiners have the flexibility to blend
gasolines that meet federal and state environmental requirements and
vehicle needs. Mandates that prescribe a recipe for gasolines constrain
the nation's fuel production and usually result in increased refiner and
consumer costs, as demonstrated by the outcry over the prl-and supply
problems caused by the required introduction of a new reformulated
gasoline in the Midwest this past summer.

Recommendation: Legislation is needed for a waiver of the oxygen
content requirement for reformulated gasoline as follows:
Section 21 1(kH1) of the Clean Air Act (42 U.S.C. 7545(k)(1)) is

amended-

(1) by striking 'Within 1 year after the enactment of the Clean Air Act
Amendments of 1990,' and inserting the following:

'(A) IN GENERAL- Not later than November 15, 1991,'; and

(2) by adding at the end the following:

*(B) WAIVER OF OXYGEN CONTENT REQUIREMENT-

'(i) IN GENERAL- Notwithstanding any other provision of
this subsection, upon notification by the Governor of a
State to the Administrator, a Governor may waive
paragraphs (2XB) and (3)(AXv) with respect to gasoline
sold or dispensed in the State.

'(ii) TREATMENT AS REFORMULATED GASOLINE - In
the case of a State for which the Governor invokes the
waiver described in clause (i), gasoline that complies with
all provisions of this subsection other than paragraphs
(2)(B) and (3)AXv) shall be considered to be
reformulated gasoline for the purposes of this
subsection.'.
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DOWNSTREAM REGULATORY ENVIRONMENT
Oil and natural gas will continue to be the most versatile, affordable and
abundant fuels for the foreseeable future. Their use is critical to
sustaining U.S. economic prosperity and is compatible with environmental
goals. At the same time, the nation's energy infrastructure is near
capacity and significant expansion will be needed over the next twenty
years. The energy impacts of administrative actions must be considered
in order to create a climate that encourages capacity expansion and
provides the necessary certainty enabling capacity expansion to occur in a
sensible and cost effective manner.

Recommendations: The following items need to be incorporated into
energy legislation:

Administrative actions impacting energy supply and conservation must
rely on sound science and the application of full cost-benefit and risk
analyses and should be performance-based.

· Certainty in scope, timing, requirements and interpretation are needed
so that necessary capital improvements can be made with the
knowledge that further changes will not result in wasted investment.

* The permitting process must be streamlined where possible to ensure
that capacity expansions are not delayed, and state and local agencies
should provide the necessary resources to process permits
expeditiously.

* Refiners must have a minimum of 4 years lead time for finalization of
requirements for implementation of a significant refinery investment.

* Administrative actions should be consistent with sound business
practices, and deadlines for meeting new requirements should be
based on costs, benefits and practicality.

* Measures should be coordinated to avoid overlap or conflict and
companies should be provided adequate time to recover capital costs
before additional controls are imposed.

* Requirements should be better defined and consistently applied.
Increasing capacity to produce more fuel to satisfy growing demand is
impeded by the uncertainty introduced by complexity, lack of clarity
and retroactive reinterpretation. Punitive, selective and unpredictable
enforcement policies discourage and unfairly penalize sound
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compliance efforts (e.g.. EPA New Source Review enforcement
initiative).

* The energy implications of all federal government actions should be
explicitly identified and considered before a law or regulation is
enacted. These actions should be carefully reviewed in light of their
energy implications and rejected if their adverse impact on energy
supplies is not justified by the other benefits.

ASSURING ADEQUATE AND AFFORDABLE FUELS
The National Petroleum Council published a study in June 2000 entitled
"U.S. Petroleum Refining - Assuring the Adequacy and Affordability of
Cleaner Fuels.' The study assessed government policies and actions that
would affect product supply and refinery viability. The study concludes
that the-refiningand distributtrrindustirywibersignificanttychalenge-to
meet the increasing domestic light petroleum product demand with the
substantial changes in fuel quality specifications recently promulgated and
currently being considered.

The NPC study contains specific recommendations and finding related to
petroleum product supply and future refinery viability. The Secretary of
Energy, in consultation with the governmental departments and federal
agencies, shall report to the applicable committees in the houses of
Congress on the findings and conclusions of the NPC study and on the
adjustments to federal policy required to implement those findings and
conclusions. This report shall include but not be limited to the following:

· Policy changes needed within federal departments and agencies to
implement the findings and condusions of the NPC study

* Identification of needed changes that cannot be accomplished through
Executive Branch action alone; and recommendations that, if passed
and signed into law, would accomplish the changes needed.

RESTRICTIVE PETROLEUM MARKETING LEGISLATION
Congress should refrain from introducing any petroleum marketing
legislation that interferes in the contractual arrangements between
suppliers and their customers. This type of legislation injects
inappropriate and unwarranted govemmental controls on the marketplace
and often has unintended consequences.

Recommendation: Reject any proposals that comprehensive NEP
legislation include marketing restrictions.
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MARINE TRANSPORTATION ISSUES

Support increased marine-related funding for the Army Corps of
Engineers (dredging), and NOAA (nautical charting). Congress should
direct NOAA to develop a plan to eliminate the backlog of hydrographic
survey data within five years.

The safe and efficient movement of goods through the United States' port
system, including crude oil and petroleum products, requires that channels be
dredged and maintained at safe depths on a consistent basis.

Recommendation: Among all the marine infrastructure activities, dredging
programs which facilitate commerce must be given a rio rty or fuundingand_
such funding must continue even while the harbor maintenance tax issue is
discussed and debated.

Safe navigation also requires accurate and current navigational charts for U.S.
waterways. To date, however, these programs have been and continue to be soseverely underfunded that it will take the National Oceanic and Atmospheric
Administration (NOAA) 20 years to eliminate the survey backlog. Hydrographic
survey'data, which is the basis for nautical charts, should be collected using the
latest hydrographic survey equipment. Some hydrographic data still being used;s over 40 years old. Al available resources, both public and private, should be
fully utilized, without limits placed on the sources of certifiable survey data.

Recommendation: Funding for this effort should be increased so that thesurvey backlog can be eliminated in the shortest possible timeframe consistent
with sound resource allocation and management principles.

* Take the Harbor Maintenance Fund off budget and earmark it
exclusively for harbor services.

An off budget trust fund, which is not subject to annual appropriation, is critical toensure that funds are consistently available for meeting marine infrastructureneeds and that funds collected for that purpose are not diverted to any other
program. The Harbor Maintenance Trust Fund should be taken off budget andused exclusively for harbor services. This would guarantee resources are
available to meet the growing needs of maritime commerce.

Revenue earmarked for the Harbor Maintenance Trust Fund should be obtainedfrom a variety of sources. Because of the broad benefits provided by the United
States' waterways, general revenues should contribute to the trust fund in large
measure. A user fee covering a portion of harbor maintenance costs is alsoacceptable if: the fees are paid by all beneficiaries, the size of fees arecommensurate with the cost or value of the service rendered, and the
beneficiaries have input into prioritization and fund allocation.
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Recommendation: Enact H.R 111 of the 106l Congress to accomplish these
purposes.

Provide the U.S. Coast Guard with adequate funding to preserve its
leadership role within the International Maritime Organization (IMO).
Congress should clarify that the Coast Guard has the authority to develop US
positions and represent the US before the IMO.

A national energy policy needs to recognize the international nature of oil
transportation. Accordingly, the US government should look to and support
broad-based international solutions to marine regulatory issues. The
International Maritime Organization (IMO) is the appropriate forum for
discussions -suchissues as-vessel operatonsrbaffasl water management,----- -
marine air emissions, and vessel scrapping.

Recommendation: As the U.S. representative to IMO, the US Coast Guard
should be provided the resources necessary to fulfill its role and to provide
leadership within IMO as a prominent national maritime authority.

* Reform the Jones Act and permit ships built in foreign countries to
engage in coastwise trade transporting crude oil and petroleum
products.

The US needs to remove barriers to the timely replacement of aging domestic
tonnage and stimulate a robust domestic fleet.

Recommendation: This can be accomplished by S. 1032 of the 106 h Congress
to reform the build America-only provisions of the Jones Act for large, ocean
going, self-propelled tankers.
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Deep Water Royally Relief Sbould be Estended

The recenty expired program was a great success
The Deepwater Royalty Relief Act of 1995 was extremely successful in promoting exploration in
water depths greater than 200 meters in the Gulf of Mexico. Annual deepwater oil production has
increased from some 60,000 barrels per day to close to 450,000 barrels per day under the Act.

MMS is proposing sharp crtailments in that program
With the expiration of the Act in 2000, MMS has gnat latitude in deciding administratively what
royalty relief, if any, to grant in future lease sales. Under this authority, MMS is proposing to
sharply reduce the automatic suspension volumes a all depths, and to completely eliminate them
in the 200 to 800 meter range. In lieu of automatic suspensions, MMS proposes to expand the
scope of its discretionary relief program, allowing any marginal post-2000 lease to apply for
discretionary royalty relief. It justifies this reduction in the program on several grounds,
including: (a) that the installation of infrastructure already in place and learning from past
development have so improved the economics of prospective projects that less relief is justified,
and (b) that oil and gas prices are now far higher than they were in the past, and likely to remain
so, furthi reducing the need for such relief

The premises of these cutbacks are unfounded
Neither of these premises is justified. For example, movements into ultradeep waters will require
new "pioneering" efforts, and new sources of development risk, from those faced in projects to
date. There is no reason to presume these risks to be smaller than those faced to date.
Furthermore, while it is true that the establishment of infrastructure at properties developed to
date improves the economics of new leases in their vicinity, the adequacy of that existing
infrastructure hinges largely on the size and distribution of the remaining undiscovered resource
base, which is currently in the process of very significant reassessment by both industry and
MMS itself. Finally, while it is true that current prices are at recent highs, it is only two years
since they were at historic lows. Price volatility is the mark of this industry, and there is no basis
for presuming that recent price increases are permanent. Moreover, there is no reason for
government concern that high prices will generate a windfall to industry since both the previous
and proposed programs provide price thresholds above which royalty suspension does not apply.

Any discretionary reiefprogram wil be heavily discounted
MMS offers an expanded discretionary relief program as a substitute for the automatic volumes
which had been provided by the Act While industry anticipates improvements in the
administration of the current system, which has been so cumbersome as to produce only 7
applications and 4 approvals since 1995, until an acceptable track record is established, the
promise of discretionary relief will tend to be heavily discounted by prospective bidders.

Cutbacks in royalty relief are poorly tied
Deepwater oil and gas are becoming an increasingly important share of our domestic energy
prospects. An industry sponsored study by Advanced Resources International indicates that
continuation of the system of royalty relief provided by the Act would stimulate development of
an incremental one million barrels of oil equivalent per day of domestic oil and gas supply within
the next decade. This new supply is desperately needed. It is a poor time to begin reducing the
incentives to realization of that potential.
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DOE Review of Agency Actions Affecting Energy

Statutory Language - Title I - General Provisions to Enhance Domestic Production

The Energy Policy and Conservation Act (42 U.S.C. 6201 et seq.) is amended as folows:

'All federal agencies shall include in any proposed major federal actions that could
significantly affect energy supplies, distribution, or use, a statement on:

(i) the energy Impact of the proposed action,
(i) any adverse energy effects which cannot be avoided should the proposal be

implemented, and
(iii) alternatives to the proposed action.

Prior to taking final action on any such major federal action, the agency shall consult
with, and obtain the concurrence of, the Secretary of Energy. The Department of Energy
Is directed to establish an office within the Department to review agency actions for
energy imlacts, and make recommendations to the Secretary. The Secretary shall
finalize all Department review decision within a reasonable time certain, but In no case
more than 180 days."

Notes

1. The draft language is modeled on NEPA. But other models could be used; provisions
contemplating consultation between lead agency and another agency appear in CZMA,
CAA, etc. Depending on the sought after result, would an executive order be sufficient
,e.g., old executive order on regulatory taking)?

2. One threshold question: What kinds of agency actions are covered? Under NEPA major
federal actions' embraces agency programmatic decisions (e.g.. DOI 5-year OCS leasing
program) as wed as company specific decisions (e.g.. leases, permits. etc.). Individual
companies are likely to balk at another link in the decision making chain for their permit
applications and the like, especially where they have market competitors. Industry more
likely to embrace a process which creates a hurdle for agency policy initiatives that are not
energy-related at their core (e.g.. EPA environmental regulations affecting fuels, facility
siting). Bottom line: any new legislation could define 'major federal action' any way desired
and need not adopt the NEPA definition as it has been construed so expansively by the
courts.

3. Another threshold question: How much authority should DOE have? As drafted, the
language above quietly requires DOE concurrence, in effect giving DOE veto power. A
variation would be to create a presumption of concurrence, rebuttable only if the action-
initiating agency provides compelling reasons for rejecting any DOE recommendations in
whole or in part Yet another, even milder, variation would require only that the lead agency
consult with DOE without requiring, even presumptively, any DOE recommendations.

4. Arother threshold question: How much detail should be prescribed in the DOE review
process? For example, should the process include time limits (perhaps with a default)?
Require for DOE recommendations, which if satisfied would earn concurrence? Outline a
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process by which the lead agency deals wit DOE recommendations? Provide for judicial
review?
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Deep Water Royalty Relief Should be Extended

The recently expiredprogrm was a grea success
The Dccpwatcr Royalty Relief Act of 1995 was extremely successful in promoting exploration inwater depths greater than 200 meters in the Gulf of Mexico. Annual deepwater oil production hasincreased from some 60,000 barrels per day to close to 450,000 barrels per day under the Act.

MMS is proposing sharp curailents in thit program
With the expiration of the Act in 2000, MMS has great latitude in deciding administratively whatroyalty relif, if any, to grant in fture lease sales. Under this authority, MMS is proposing tosharply reduce the automatic suspension volumes at all depths, and to completely eliminate themin the 200 to 800 meter range. In lieu of automatic suspensions, MMS proposes to expand the
scope of its discretionary relief program, allowing any marginal post-2000 lease to apply fordiscretionary royalty relief It justifies this reduction in the program on several grounds,including: (a) that the installation of infrastructure already in place and learning from pastdcvclopnicnt have so improved the economics of prospective projects that less relief is justified,and (b) that oil and gas prices are now far higher than they were in the past, and likely to remainso, furntr reducing the need for such relief.

The premises of these cutbacks are unfounded
Neither of these premises is justified. For example, movements into ultradeep waters will requirenew pioneering" efforts, and new sources of development risk. fmn those faced in projects todate. There is no reason to presume these risks to be smaller than those faced to date.Furthermore, while it is true that the establishment of infrastructure at properties developed todate improves the economics of new leases in their vicinity, the adequacy of that existinginfrastructure hinges largely on the size and distribution of the remaining undiscovered resourcebase, which is currently in the process of very significant rassesment by both industry andMMS itself. Finally, while it is true that current prices are at recent highs, it is only two yearssince they were at historic lows. Price volatility is the mark of this industry, and there is no basisfor presuming that recent price increases are permanent. Moreover, there is no reason forgovernment concern that high prices will generate a windfall to industry since both the previousana proposed programs provide price thresholds above which royalty suspension does not apply.

Any discretionary reiefprogram will be heavily discounted
MMS offers an expanded discretionary relief program as a substitute for the automatic volumeswhich had been provided by the Act While industry anticipates improvements in theadministration of the current system, which has been so cumbersome as to produce only 7applications and 4 approvals since 1995, until an acceptable track record is established, thepromise of discretionary relief will tend to be heavily discounted by prospective bidders.

Cutbacks in royalty relief are poorl timed
Deepwater oil and gas are becoming an increasingly important share of our domestic energyprospects. An industry sponsored study by Advanced Resources International indicates thatcontinuation of the system of royalty relief provided by the Act would stimulate development ofan incremental one million barrels of oil equivalent per day of domestic oil and gas supply withinthe next decade. This new supply is desperately needed. It is a poor time to begin reducing the
incentives to realization ofthat potential.
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The Strategic Petroleum Reserve (SPR) is the Nation's first line of defense against an
interruption in petroleum supplies. It is an emergency supply of crude oil stored in huge
underground salt caverns along the coastline of the Gulf of Mexico.
Decisions to withdraw crude oil from the SPR during an energy emergency are made by the
President. In the event of an energy emergency, SPR oil would be distributed by competitive
sale. Although used for emergency purposes only once to date (during Operation Desert Storm in
1991), the SPR's current size - nearly 565 million barrels - and the U.S. government's stated
policy to withdraw oil early in a potential supply emergency make the SPR a significant
deterrent to oil import cutoffs and a key tool of foreign policy.
Origins

The need fora national oil storage reserve has been recognized for at least five decades.
Secretary of the Interior Harold Ickes advocated the stockpiling of emergehncy crude oil in 1944.
President Truman's Minerals Policy Commission proposed a strategic oil supply in 1952.
President Eisenhower suggested an oil reserve after the 1956 Suez Crisis. The Cabinet Task
Force on Oil Impcat Control recommended a similar reserve in 1970. The 1973-74 oil embargo
underscored the need for a strategic oil reserve. The cutoff of oil flowing into the United States
from many Arab nations sent economic shockwaves throughout the Nation. In the aftermath of
the oil crises, the United States established the SPR Congress passed the Energy Policy and
Conservation Act, 42 USC 6201 et seq. (EPCA), in 1975 to attempt to address numerous energy
security'issues. EPCA contained a provision to create and fill a Strategic Petroleum Reserve
(SPR) "capable of reducing the impact of severe energy supply disruptions." Congress set a goal
to store a 90-day supply of crude oil (one billion barrels of crude oil in 1975).
President Ford signed EPCA on December 22, 1975. The Gulf of Mexico was a logical choice
for oil storage sites since more than 500 salt domes are concentrated along the coast, and it is the
location of many U.S. refineries and distribution points for tankers, barges and pipelines. In April
1977, the government acquired several existing salt caverns to serve as the first storage sites.
Construction began in June 1977, and the first oil was soon delivered to the SPR.
Current Status

Today, the SPR holds more than 565 million barrels of crude oil, the largest emergency oil
stockpile in the world. Together, the facilities and crude oil represent more than a S20 billion
national investment
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Fill was suspended in FY 1995 to devote budget resources to refurbishing the SPR equipment

and extending the life of the complex through at least the first quarter of the next century. In
1999, fill was resumed in a joint initiative between the Departments of Energy and the Interior to
supply royalty oil from Federal offshore tracts to the Strategic Petroleum Reserve.

Proposal

Presidents have made findings that increasing oil imports can threaten the Nation's national
security. The history of the last 30 years demonstrates that energy price and supply volatility can
result in significant, deleterious economic conditions.

Under the Outer Continental Shelf Lands Act and the Mineral Leasing Act, the Secretary of the
Interior is authorized to take the federal government share of oil and gas production extracted

from federal lands as a percentage share of the commodity produced. Further, those statutes
permit the Interior Secretary to transfer the federal government's production share to the
Secretary of Energy or Defense, as well as to other agencies.

In 1998, during a period of lethargic crude oil markets, the Secretaries of Energy and Interior
entered into an agreement for the federal share of crude oil production to be deposited, directly
or indirectly, into the Strategic Petroleum Reserve rather than being sold into the market, with
the proceeds being deposited into the U.S. Treasury.

This program agreement successfully added to the volumes stored in the SPR. The program was
suspended when the Secretary of Energy found that the federal share of oil production would be
better utilized to be sold into domestic markets to augment supplies flowing to domestic
refineries as world supplies tightened and upward price volatility pervaded energy markets.
Language

At the appropriate place insert the following:

The Secretary of the Interior shall enter into an agreement with the Secretary of Energy to
transfer title to the federal share of crude oil production from federal lands for use at the
discretion of the Secretary of Energy in filling the Strategic Petroleum Reserve during periods of
crude oil market stability. The Secretary of Energy may also use the federal share of crude oil
produced from federal lands for other disposal within the Federal Government, as he may
determine, to carry out the energy policy of the United States.
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Transition Policy Issue Paper

Royalty in Value

Description: Under he terms of federal oi and gas lease agreements and current statutes, the federal
government can take its royalty share of oi and gas production in value' (money) or in kind(production). When royaty is taken in value, the point of valuation is the value at Ihe wel on he leasewhere the o8 or gas was produced. On March 15, 2000, the MMS finalized new oil valuation regulations
wich became effective on September 1, 2000. The goals of the new rules as articulated by MMS were.certainty. simplicity and fainess. The final regulations were Immediately challenged by the oil and gasindusby in two cases Red in the D.C. District Court ndustry strongly opposes the new rues on a numberof grounds, the most important being that hey impose expanded obligations on oil and gas lessees whichwere not part of and are greater than their existig lease obligations with the government Among otherthings, the new obligationsimpose valuation away from the lease, a 'duly to marker, increased costs oftransportaion, and contain affiliate resale valuation ssues. In a recent D.C. District Court case, JudgeRoyce Lamberth rejected MMS' implied duty to market argument In his opinion, Judge Lamberth stated,as explained above. the court finds hat an implied duty to market downstream is not consistent with the
tems of the existing leases' decision ha been appealed by the MMS to the Federal Circui If theDistrdt Court rules sirnilary n the chalenges to he oil valuation rules, the MMS would then potentially berequired to rewre the rules to conform to Judge Laberth's opinion. Further, the oil valuation rules are
relevant to royalty taken in kind (RIK) as the benchmark for measuring the cost/benefit of RIK initiativeswa be measired against royalty taken in value and thus, the bar for RIK wi be raised by the new RIVregulations. .

Status: The Senate and House held numerous hearings on MMS' proposed oil valuation rules last yearand imposed a multkyear moratorium prior to the rules going final in March. The MMS is in the process ofimplementing the new rules and training internal personnel. As discussed above, the industry haschallenged the rules in D.C. District Court

Xey Issues/Decisions: Should the MMS obtain a legal opinion from the new DOI Solicitor regarding
valuation away from the lease and specifically on the duty to market issue? Should the Department
engage in a review of transportation issues? Should the MMS have further policy discussions regardingdecisions using an indexing methodology to approximate lease value and the issuance of valuationdeterminations? Should DOI revisit the issue of comparable sales and tendering?

Options:
- * Obtain a legal opinion from the new DOI solicitor regarding the Department's position on the dutyto market and the best methodologies to obtain value at the lease.

* After a review of Judge Lamberth's decision obtain a legal opinion from the new DOI solicitor
regarding oil and gas transportation issues and consider whether to prosecute the appeal.
Consider rewriting the gas transportation rules on appeal to the Federal Circuit and the oilvaluation rules being challenged in light of the D.C. District Court decision.

Timing/Milestones: First 100 days.
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Royalty In Kind

Descripton: Under the terms of federal o9 and gas lease agreements and currenl statutes, the federal
government can take its royalty share of o and gas production 'n value' (money) or in kin
(prodution). In FY2000 federal royalties brought 52 billon dollars to the U.S. Treasury. Industry
strongly supports the federal governmen taking its royalties in kind because of RllCs certainty. simplicty,
administrative costs savings, avoidance of disputes and costly litigation and potential for increased
revenues to the U.S. Treasury. Enabling legislation to provide the federal government he authority and
flexibity to fvly implement RIK wi increase the probablity of success of RIK and result in the benefits to
the public as noted.

Background: Some federal royalty has been taken in kind by the Secretary since the eary 1920's. The
principal RIK progam before 1996 was the Small Refiner RIK 01 Program. Since tha time, the MMS has
successfully managed RIK plot programs for both of and gas. Numerous hearings have been held in the
House and Senate during the last four years on the benefits of RIK. The State of Texas testified before
the House Resources Committee In 1997 that RIK was a successful solution to the problems associated
wth taking the State's gas royalties in value. Alberta Canada also testified that RIK was a successful way
to manege.lhe Cown's royalties. The state of Wyoming is bulding on its successful RIK plot and is
proactively xpanding its RIK effort. The DOI has pursued RIK during the last six years and has initiated a
number of significant Piot programs to ascertain the feasbility -of RIK. The agency states that t has
achieved significant cost-savings and revenue enhancement through its RIK Pot programs.

Status: Currently, in addition to the Small Refiner RIK program, MMS has four. multi-year RIK programs
in place- (1) a Wyoming o9 RIK Pilot, (2) a State of Texas 8(g) gas RIK Pilo, (3) an OCS gas RIK Piot,
(4) and an OCS o0 RIK Piot. A fui evaluation of the Wyming pilot is expected soon. RIK oi has been
used extensively to fil the Strategic Petroleum Reserve and in two pilot programs, RIK gas has been
successfully used in federal facities. Currently, MMS takes over 40% of federal royalty oi in kind, and
over 15% of royalty gas in kind.

Discussion: Enabling legislation is required to provide the federal government the authority o fully
implement RIK and to pay for RIK services such as transportation and processing? RIK should be
considered part of. a comprehensive national energy strategy and a permanent tool for the Minerals
Management Service to use in fulfilling its mission.

Enabing legislation will alow the department to pay for costs associated with RIK such as transportation
and processing, provide certainly to the lessee, the States and the federal government, provide for
cooperation with the states, and avoid valuation problems that arise when royally is taken in value.

Legislative action: Enact attached draft bill developed by Senate Energy Staff modifying the authorizing
acts.
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Transition Policy Issue Paper

Policy Considerations

Description: Since 1982, the Minerals Management Service of the Department of Interior hasundergone numerous studies and tatves on he agency's slructure and organizaton. In 1992, theMMS instituted slifiant changes under the VicePresidenrs reinventing government initiatives. Theseinitiatives have led to sign if cant changes, including organizational restructuring currently under way aswel as significant capital expertditres on information systems. Members of Congress in their oversightcapacity, raised serious ques6 ns regading e organatonal resbucturing initiatives contained in theFY 2001 budget In paticuar, he questioned whether MMS had dedicated proper human resources toils team handling the governmes RIK projects Other iitiatives to reinvent the department have fallenwithin the category of rewrtig regulation into 'pain English'. Taken in total, the iniatives commencedin 1992 have and are effecuating significant chaes witin he Minerals Management Service of theDepartment of Interior.

Status: Many itiatives are currently underway and others are planned for the immediate future. TheMMS is currently undergoing organizational restructuring and is implementing a new financial system.Other training and personnel reorganizatio initiatives are underway as weft. These changes can and doimpact ol and gas lessees on the burdens they impose in a myriad of ways including revising electronicreporting reqgurements, estimating paperwork reduction, implementation of oil valuation rules, or revisingexisting lease forms. Al told there is significant change ongoing.

Key Issues/Decisions: Are the organizational structue/reinventing government initialives of MMS fullyand cost-effectively meeting the goals of timely collection of revenues, simplicity and certainty for thefederal government, the states, tribes and lessees? Has MMS allocated adequate resources fornmnagement of the RIK programs?

Options:
No change. This would permit the time necessary to perform a thorough review of thefundamental changes that are occurring and are planned within the core revenue collection anddisbursement functions and their impact on policies of the Minerals Management Service.

Timing/Milestones: The reinventing govemmentiplain English initiatives impact the core of all MMSInitiatives and therefore must be reviewed within the first 100 days of the new administration.
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Page 1 6/10/2001

Executive Order
Energy Policy

March _,2001

By the authority vested in me as President of the United States by the Constitution and
the laws of the United States of America, in order to help the Federal Government
coordinate a national effort to ensure reliable and affordable supplies of energy for all
Americans, it is hereby ordered as follows:

Section 1. Policy. It is critical that the United States develop an energy policy that
increases domestic production of energy in an environmentally responsible manner, and
promotes development of new technologies that can conserve fossil fuels and reduce
energy-related pollution. Furthermore, given the projected 25 percent increase in
demand for motor vehicle fuels by 2020 in the United States, it is critical that the United
States develop an energy policy that expedites the expansion of facilities critical to
production, transportation, and manufacturing of oil, natural gas, and petroleum
products.

It is imperative that agencies consider the energy implications of environmental and
other regulatory actions to avoid unintended and inordinate complications in energy
production and supply. The following principles should guide agency decisions that
may affect energy matters:

(a) Energy is a central part of the global economy in which supply and
demand are best satisfied through free markets and private sector
initiatives. Government policies that minimize interference with a free-
market system will contribute to fewer supply disruptions and,
consequently, will help moderate price variability.

(b) U.S. national security and economic vitality are enhanced by diversifying
energy sources and increasing domestic supplies.

(c) Govemment policies should create a predictable operating and investment
environment for energy suppliers.

(d) Environmental concerns must be addressed but free-market-based
incentives, rather than governmental command and control, provide the
best foundation for cost-effective solutions.

(e) Technology can help increase supplies, lower costs and improve
environmental performance and energy efficiency, meriting both private
initiative and government support.
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Section 2. Consultation with Secretary of Energy Required. All federal agencies
shall include in any regulatory action that could significantly and adversely affect energy
supplies, distribution, or use, a detailed statement on (i) the energy impact of the
proposed action, (ii) any adverse energy effects which cannot be avoided should the
proposal be implemented, and (iii) alternatives to the proposed action. Prior to taking
such regulatory action, the agency shall consult with, and obtain the concurrence of, the
Secretary of Energy. The agencies' actions directed by this Executive Order shall be
carried out to the extent permitted by law.

Section 3. Existing Regulations. To ensure that all existing rules, regulations, and
agency policies are consistent with the President's priorities and the principles set forth
in this Executive order, within applicable law, each agency shall within 90 days of the
date of this Executive order, submit to the Director of the Office of Management and
Budget a program under which the agency will periodically review its existing rules,
regulations and policies to determine whether any such rules, regulations or policies
could significantly and adversely affect energy supplies, distribution, or use and
whether, after consultation with the Secretary of Energy, any such rule, regulation or
policy should be modified or eliminated so as to make the agency's regulatory program
in greater alignment with the President's priorities and the principles set forth in this
Executive order. Any rules, regulations or policies selected for review shall be included
in the agency's annual plan. The agency shall also identify any legislative mandates that
require the agency to promulgate or continue to impose regulations that the agency
believes are inconsistent with the policies set forth in this Executive order.

Sec. 4. Resolution of Conflicts. To the extent permitted by law, disagreements or
conflicts between the Secretary of Energy and other agency heads that cannot be
resolved by the Secretary of Energy and the other agency head shall be resolved by the
President, or by the Vice President acting at the request of the President, with the
Secretary of Energy and the other relevant agency head (and, as appropriate, other
interested government officials). Vice Presidential and Presidential consideration of
such disagreements may be initiated only by the Secretary of Energy, the head of the
issuing agency, or by the head of an agency that has a significant interest in the
regulatory action at issue. Such review will not be undertaken at the request of other
persons, entities, or their agents.

Section 5. Definitions.

(a) "Agency," means any authority of the United States that is an "agency" under
44 U.S.C. 3502(1).

(b) "Regulation" or "rule" means an agency statement of general applicability and
future effect, which the agency intends to have the force and effect of law, that is
designed to implement, interpret, or prescribe law or policy or to describe the
procedure or practice requirements of an agency.
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(c) "Regulatory action" means any substantive action by an agency that
promulgates or is expected to lead to the promulgation of a rule, regulation or
policy, including, but not limited to, notices of inquiry, advance notices of
proposed rulemaking, notices of proposed rulemaking, and guidance documents.

Section 6. Judicial Review. This order does not create any right or benefit,
substantive or procedural, enforceable at law or equity by a party against the United
States, its agencies or instrumentalities, its officers or employees, or any other person.

3
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The National Energy Security Act of 2001
The National Enery Security Act of 2001, sponsored by Sas. Frank Murkowsli (R-AK), John Braux(D-LA) and Trent Lot (R-MS), provides a vanty of incctves to increase domestic energy productioninchlding program to get more eecricity out of the 103 U.S. nuclear plants. The legislation also laysthe groundwor for c rucion of advanced nuclear plants.

i bill's nuckar-rclated provisions are part of a comprehensive, balanced legislative response toPw-gring-U.Scncrgyconcans-Among othr thing the-bill (S;38)-vwo-uld:

J Offer incentives to increase the supply of virtually all domestic energy resources.
* Fund research and development of advanced nuclear, coal, natural gas and energy-efficiency

technologies.

* Provide incentives to encourage the purchase of energy-efficient homes, cars and appliances.
* Provide incentives to encourage the use ofrenewable energy.

* Mandate a reduction in energy use at federal facilities of 30 percent by 2005, and 50 percent by 2020;and mandate an increase in the fuel economy of federal car and light-truck fleets.

* Expand federal programs to mitigate the impact of higher energy prices on low-income households,including weatherization assistance and increased funding for the Low-Income Home Energy Assis-tance Program (LIEAP).

Backgound
Murkowski introduced the legislation on Febnrary 2 --at a time when Federal Reserve Chairman AlanGreenspan pointed to the role ofrising enrgy prices in the slowing U.S. economy. The bill addressesbotb short- and long-term U.S. energy problems, which include:

*Shortages of electric generation and bansmission capacity, which have become a critical concern inseveral rgions of the United States. In California, shortages of electic gcncrating capacity have con-tn'buted to skyrocketing clectricity rates, the near-barnptcy of two najor electric companies, andblackouts affecting millions ofpeople and tbousands of binesses--all at a cost of billions of dollars.Meanwhilc, electricity use nationwide is projected to increase 30 percent to 35 percent by 2010.
Growing U.S. depndence on imported oil, which accounted for 55 percent of US. consumption in2000. The U.S. Departmen of Eneagy (DOE) estimates 65 percent of oil supply will be imported by2020 unless curent policies are changed. The bill seeks to reduce U.S. dependence on imported oil to50 percent by 2011.

* Rising crude oil and natural gas prices, which have contributcd to sharp increases in the cost ofgasoline, home heating and clectricity in some regions of the nation.
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The National Energy Security Act of 2001
March 6. 2001
Page 2 of 3

The National Energy Security Act of 2001 recognizes that nuclear energy, which supplies 20 percentof U.S. electricity and two-thirds of all the country's emission-free electricity, must be expanded toassure adequate generating capacity. Toward that goal, the bill includes nuclear-related provisions inseveral areas:

Studies
* Requires the Nuclear Regulatory Commission (NRC) to report within six months on the state of thenuclear industry, the potential for increased electricity generation at nuclear power plants and any im-provements in process for extending the operating licenses of today's plants or licensing new nuclear

plants.

* Requires DOE to report annually on the regional availability and capacity of domestic energy sourcesto maintain the electric grid. The report must recommend options for increasing the use of non-emitting sources, such as nuclear energy.

* Requires DOE to conduct an independent study of innovative financing techniques that would facili-tate construction of new electricity supply technologies with higher initial capital costs, including ad-vanced design nuclear plants. Financing techniques may include federal loan guarantees, federal priceguarantees, special tax considerations and direct federal investment.

Office of Spent Fuel Research
* Establishes a DOE Office of Spent Nuclear Fuel Research to investigate innovative technologies fortreatment, recycling and disposal of used nuclear fuel and high-level radioactive waste. Annual re-ports to Congress are required.

Price-Anderson Act Extension
* Extends the Price-Anderson no-fault insurance law, which incurs no cost to the federal governmentor taxpayers, for an additional 10 years. The bill adopts the recommendations of the NRC and DOEfor ensuring that immediate and substantial compensation is available to the public in the event of

an incident at a commercial nuclear power plant or DOE facility.

Nuclear Production Incentives
* Authorizes the Secretary of Energy to make incentive payments to increase emission-free electricityproduction at nuclear power plants. The bill authorizes payment of one-tenth of a cent for each kilo-watt-hour produced in excess of the previous calendar year, with payments capped at $2 million perplant, per year, for up to 15 years. The bill authorizes $50 million annually through 2015.

* Authorizes DOE to pay owners of nuclear plants up to 10 percent of the cost of capital improvementsdirectly related to increasing electrical output by at least 1 percent. No single facility could receivemore than $1 million, or more than a single payment. The bill authorizes $20 million annually for theprogram.
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The NatIoal Energy Securit Ad of 2001
March 6. 201
Page 3 of 3

DOE Reearchb Development
Autoriz 60 million annually for DOE's Nuclcar Energy Research Initiative (NERI), allowing newR&D projects to be launched and existing prjects to be continued The NERI program is a mid tolong-term R&D effort that addresses potential barriers to expanded use ofnuclear energy, whether itis economics, proliferatio, or used fuel management.

Authorizes $1 million for DOE's Nuclear Energy Plant Optimization (NEPO) pogram. DOE andprivate industry share the cost of RD ai med at increasig production at nuclear power plants with-out cmpromising safety. NEPO rsearch programs focus on boosting the reliability and produtivitof Duclear plants and suppot efforts to achiev license renewals tirugh managemnt of the long-term effects of plant aging.

* Authorizes 2 million for a new Nuclear Energy Technology Development (NETD) program fora roadmap to design and develop a new nuclear power plant in the United States.

Tax Codo Chang
Pcrmits amounts paid for temporary torage of used nuclear fuel to be treated as a deductible operat-ing expense, rather than as a capitalized cost.

Pcrmits non-utility owners of nuclear plants to deduct amounts paid into a nuclear plant dccommis-sioning fimd. Specifically, the bill allows deductions wbcther the decommissioning fund recovrscosts through traditional cost-of-scrvice rates, marlet-based rates, or in transition charges during thechangover to a competitive electric makcetplace. Tax-free ransfr of decommissioning funds fromregulated utility companies to new owners is also peamitted.

Allows rapid, seven-year depreciation of new power plants, including nuclear plants, to foster in-vestment in new electic power supply.

Clartflcatlo of State Clean Air Progamn
Clarifis that State Implementation Plans (SIP) undr the Clean Air Act should rcognize the in-creased use of enission-fre sources of electricity generation as qualified air pollution control meas-ures. This would make activities to increase the use of emission-fre sorces, including expandingproduction at nuclear plants or buimding new ones, eligible for CAA economic incentive programs.Currently, such incentives are available only to activities that prevent and control air emissions.

Outlook
Murkowski has set a goal of achieving Senate passage of the NES Act of 2001 by this summer. The bill'sbalanced approach to increased electricity production firom all enrgy sources, the electricity crisis inCalifornia, rising prices for oil and natural gas nationwide and the realization of the impact of high energyprices on the U.S. economy have enhanced the bill's prospects.
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Date: Monday, April 02, 2001

To: U.S. Department of Energy
Joe Kelliher
Phone: 202-586-1060
Fax: 202-586-7210

From: The Duberstein Group, Inc.
Henry Gandy
Phone: 202-728-1100
Fax: 202-728-1123

Pages: 3

Subject: Joe: From GM - please take a look and give
me your thoughts. I have been speaking with Andrew
about this and have shared it with him. Trying to
provide constructive suggestions on CAFE, including a
discussion on alternatives.

/
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Av eninr TecholnnIloty DeveIopme t
R;lJhcr tlan focusing on ho faild policies of thepast s bctter approacb takesr a ongr-tertn vSrion iomoving to hydogen e tAy wih fuel ceUl. uel cclb offter potntialbr both mobUe and stionay power, hclpg to rlieve strains on the electficy grid.- INIel cells also have mianmal cmiudons of regubtd polmnant and coud becomeimpoimant fbrn.ratioal compctItive . The best opportunity ror higher n8ar tarracicocy tbha maintabn choic. for f, llyu-zcd transportlion Is accna hixtop wheredicseb ofiec up 16 a 30% fuel economy Improvmncnt. ThaI tecology could pvidc-io.nliw bcncil o toe US. givren ppropri ae tailipe anfsorns regulationr. Publicpolices cas! Support Uhis by:

* Ixpinding pubic-piivsu reserch partnnhips (oa. dvanoel diei reseah),* Provid'ng cuswner cenUives tormovnvg alvcd terinologies into th murke,Uliti7ing.govumcn piurrbaslng pow to kcCe lcto e thOcommarciliizio ofadvanced LeclUlologes (e.g., hybtdd trunit bus ,·* Ac crnling echlorology traunicr r6m I Nafond Labs to the private sector,Ascs6inig tl inrrncturo nccded' bradvanced technologcs, especially hydmoln.
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Kelliher, Joseph a
From: Jim Ford [Fordj@api.org]
Sent: Thursday, March 22, 2001 8:41 AM
To: Kelliher, Joseph
Subject: RE: Recommendations on National Energy Policy

We do have more. I'll get back to you with supplementary material as
soon as possible. Curious as to whether any of the other suggestions
we've made - particularly the short-term administrative-measures
recommended in the first e-mail I sent you - have any traction. By the
way, I heard some word yesterday that the NEP development group may have
produced a draft. Can you sehd any light on that?

----- Original Message-----
From: Kelliher, Joseph [mailto:Joseph.Kelliher@hq.doe.gov]
Sent: Wednesday, March 21, 2001 4:38 PM
To: 'Jim Ford'
Subject: RE: Recommendations on National Energy Policy
Importance: High

Do you have more detail on the CZMA issue? Your description suggests
that legislation is not needed, and that changing the regulations would
suffice. Is that true? Also, please explain in more detail how the
current regulations relating to consistency impede offshore development,
it is not clear what the problem is. Thanks.

----- Original Message-----
From: Jim Ford (mailto:Fordj@api.org]
Sent: Tuesday, March 20, 2001 2:51 PM
To: Kelliher, Joseph
Subject: Recommendations on National Energy Policy
Importance: High

Hi, Joe. As we discussed, attached are a set of papers on national
energy
policy recommendations. Much of it is designed to be self-explanatory.
The
last document is a suggested executive order to ensure that energy
implications are considered and acted on in rulemakings and other
executive
actions. This draft has DOE as the coordinator. Probably also need to
make
energy a major portfolio item for a senior White House aide.

Let me know if you have questions or additional info needs. Thanks.

Jim Ford
682-8210
fordj@api.org <mailto:fordj@api.org>

~1~~ ~49
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Kelliher, Joseph

From: Riith, Michael J. [MJRiith@southemco.com]
Sent: Friday, March 23, 2001 9:43 AM
To: Kelliher, Joseph
Subject: NSR and Energy Strategy \

Importance: High

A Natonal Energy
Sategy Sho...

Good morning.

This is the document I told you was in "the works" on NSR in relation to
the
national energy strategy. As promised, it is attached.

I hope this is helpful. After talking with you yesterday, the last
thing
you need is another issue to deal with. Thanks for your consideration.

Again, I look forward to lunch on Tuesday.

Best regards,

Mike

<<A National Energy Strategy Should Include Reform of EPA.doc>>
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A National Energy Strategy Should Include Reform of EPA's New
Source Review Program

The Federal Clean Air Act established a "New Source Review" permitting
program for industrial facilities that undergo 'modifications" as defined in the Act
and by the EPA could trigger a process called 'New Source Review". This
permitting process requires a detailed review by the EPA of modifications as well
as possible retrofitting of additional pollution control equipment on the facility. In
1980, EPA adopted rules to implement the NSR program and these rules were
amended in 1992 for facilities in the electric utility industry.

EPA's historical interpretation allowed plants to be maintained and
repaired.
These rules and EPA's historical interpretation have generally been consistent
with the intent of the statute, only focusing on changes or modifications that
increased a facility's maximum achievable emission rate and not merely on more
hours of operation. The rules also excluded from scrutiny routine repair and
replacement of equipment and efficiency improvements at facilities from the
definition of what constitutes modification. In a proposed, but never finalized,
1996 rule and in recent legal actions EPA has re-interpreted these regulations in
extreme ways that not only places in legal jeopardy past work conducted at
facilities but also threatens the safe, reliable and efficient operation of energy
production facilities across the country.

EPA's new interpretation makes maintenance and repair subject to NSR.
EPA's re-interpretation of the NSR rules discourages any repair or replacement
project that might make an electric utility generating unit more available to
operate - projects that improve the safety, efficiency or reliability of the unit.
These are the types of projects that are necessary for utilities to operate their
units in a manner consistent with their duty to provide a reliable supply of
electricity to their customers and to assure safe operations for their employees.
Projects, like these, that only allow units to operate more hours have never been
considered projects that trigger NSR modification requirements unless they also
increase the design capacity of the unit to emit pollutants (i.e., increase the
maximum achievable emission rate). EPA's new interpretation brings into
question any project that could enable a unit to operate more hours in the future
than it had in the past.

EPA's new interpretation defines "routine" very narrowly.
EPA's modification requirements also do not apply to repair or replacement
activities that are 'routine" in the utility industry. In the final days of the Clinton
Administration, EPA published in the Federal Register a notice announcing a
Region V NSR applicability determination, affirmed by Administrator Browner,
involving a turbine repair project at Detroit Edison's Monroe Power plant. In that
determination, EPA established a 24 factor test that could render virtually any
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project that improved efficiency or reliability at an existing electric utility boilernon routine' and therefore potentially subject to NSR permitting requirements.This determination creates a serious regulatory impediment to utilitiesundertaking the type of projects that provide the only short-term hope ofexpanding existing generating capacity (i.e., efficiency improvements) and ofmaintaining the availability of existing generation (i.e., reliability improvementprojects). The Utility Air Regulatory Group (UARG) has filed a 'protective'petition to review that decision in the D.C. Circuit.

EPA's new Interpretation threatens elecriciy reliabilit and efficenc.EPA's current interpretation of the NSR rules are counter to the need for theimportant safe, reliable and eff iclent operation of electric utility generating unitsacross the nation. Especially in the energy short western U.S., the abiity tomaintain and operate generation could be compromised by EPA's currentposition.-Put-sucinctly-t h routine-maintenanc-andTreplr of-eelec--c-ub-ityplants such has been performed in the industry over the last seventy-f've years isnot lawful under EPA's current interpretation.

A National Energy Strate should reaffirm EPA's historical inte retatlons.A National Energy Strategy that is focused on increasing supply should find waysto resolve the inconsistency between the Strategy's goals and EPA's currentNSR interpretation. This could be accomplished by EPA's confirmation of thehistorical approach to the NSR modification requirements which would excludefrom NSR review projects that are routine repair and replacement and allowutilities and other industries to move forward with needed projects so long as theprojects do not increase the maximum achievable emission rate of a unit. Thisreaffirmation of historical interpretations would insure the reliable supply ofelectric energy and would not negatively impact air quality.
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Kelliher, Joseph

m: Stephen Sayte [ssayle@dutkogroup.con]
_-._it: Thursday, March 22,2001 4:58 PM
To: Kefiher, Joseph
Subject: to mr. commissioner

A multipollutant regulatory strategy should be established for the
power generation sector including:
- Gradually phased in reductions.
- Reform/replacement of NSR
- Use of market-based/emission trading programs
- Inclusion of both existing and new plants and equal treatment for
both

The last bullet is the critical one to ensure that: a) we
encourage the new generation that is required b) we ensure that
the new technologies developed through DOE programs can come
into the market.]

I will follow up with a short statement on above tomorrow. Call me with
questions
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Kelliher, Joseph

From: Stephen Sae issayledutkogroup.comjSent Friday, March 23, 2001 1018 AMTo: Kellihef. Joseph
Subjoet might not have tme to read. May be useful background

Political

The threshold question is whether a multipollutant strategy woulddetract or
enhance a National Energy strategy. I will not go into the.downsides,but
they revolve around attention that any pollutant plan would garner and
away from core energy issues. But let me give you at least some reasonsto
include such language.

As--- yo- knowi-there-wi.l--be--a-l-ot--of-talout-how 
increasing generationwill result in increased emissions. If some action is not taken oncontrolling emissions-that will become a negative, at least to some.Secondly, if Bush is serious about pushing a utility emissions plan, itwill

have a whole lot greater chance to pass as part of the Energy bill asopposed to being a stand-alone bill.

Depending on how the pollutant plan is written, it will gain supportfrom
some in industry if it provides regulatory certainty. In addition, ifNSR
is reformed/eliminated for new and old generators, we believe it wouldactually spur new generation, by removing economic incentives thatencourage
capital to remain in very old coal generation.

Discussion

Remember that the purpose of most pollutant plans is to reduce emissionsfrom so-called grandfathered plants. That is the multi-pollutant (NSRreform-emissions reductions etc) only applies to these old plants. Tounderstand why, you need a refresher course on how the Clean Air Acttreats
old and new sources. Recognizing that it was economically impossible totreat old and new sources the same; The CAA set up a two-tiered system.Old
sources would have to install the Best Achievable Control Technology(BACT);
new sources a much more stringent Lowest Achievable Emissions Rate(LAER).
The caveat was if old sources made major modifications to theirfacilities,
they too would fall under NSR and LAER. The thought was that in thenear
future major modifications would be made and all these old facilitieswould
soon be cleaned up.

But that didn't happen. Facilities had economic incentive not to makemajor
modifications, and did just enough maintenance to keep these plants openbut
not enough to trigger NSR. They thought. Last year, EPA started takingmany of these utilities to court saying that the changes they made were
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rin
fact major modifications and that they should have to retrofit with LAERtechnology.

So the system is totally screwed. Old facilities are not cleaning up,so

EPA is going after them through the courts on a case-by-case basis,which is
very inefficient. Meanwhile, LAER is so restrictive that there may neverbe
a new coal powered plant built in our lifetime, and it's difficultalthough it is happening) even to get gas-fired generators permitted.
Our idea was, we would start to clean up old plants, and loosen somewhatLAER standards on new plants. This will make it easier for all newgeneration, coal and gas to come on board.

Because enviro's wouldn't like the fact that command and control' NSRis
gone, we will trade it off with a declining emissions cap. And so thatold
generation will not have to immediately adopt expensive new technologywe

will set up a trading program with circuit breakers to make sure itdoesn't
get to expensive. This would give them the option to decide when tostop
buying credits and put on new polllution control technology and providesome
encouragement for capital to migrate to new generation.
Finally, we wanted to reward efficiency, so allocations would be madeyear-to-year based on output.

Obviously, this is a dream list. Not all will be done. But perhapsosome of
these ideas could be floated and adopted. This is my work, and may notcover other questions you have so feel free to shoot away.
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Kelliher, Joseph

From: ArtmeyerTom (TAmrneyer@nma org
Sent: Wednesday, February 21, 2001 4:42 PM
To: Keliher, Joseph
Subject: Coars Roe in Meeting the Naion's Energy Needs

NATIONAL MEET Outline - ithe NEET Ovvew - NET siesTRTICYAND ENV V 22101._ PoAl Rnatkm.. 22101.PP
Joe,

In order for coal and coal-fired power generation to increase its rolein
meeting the nation's electricity requirements and energy needs, a numberof
actions would be helpful.

1. Enactment of -legislation similarto_6Q -the-Nat-onal-Energy-and
Environmental Technology Act which was introduced earlier in thisCongress
by Senators Byrd and HcConnell and has bipartisan support ofapproximately
eight Senators -- including the ranking member of the Senate EnergyCommittee, Senator Bingaman and the Democratic Whip in the Senate,Senator
Reid. The concept of S.60 had the support in the previous Congress fromSenator Abraham. Its provisions are expected to be included in thecomprehensive energy legislation to be introduced by Senator Hurkowskion
February 26. The following material explains the rationale for S.60 andits
justification.

2. A number of constraints to the continued economic availabilityof .
coal-fired power are presented by approximately 15 separate regulatoryactions dealing with S02, NOX and mercury which are either pending atthe
EPA or in litigation. It would be very important for DOE to take on aleadership role within the federal government to bring rationality tothe
plethora of regulatory actions directed at coal-fired power by theprevious
administration. Doug Carter (586-1650), policy analyst in FossilEnergy, is
very articulate on this issue.

3. To make improvements either for environmental performance orincreased efficiency of existing coal-fired power plants and tofacilitate

the construction of new coal-fired power plants and necessarytransmission
facilities, it is very important to give a priority focus to issuesassociated with siting and permitting. We would recommernd an ExecutiveOrder, fashioned along the lines of the recent Executive Orderaddressing
California's energy needs, that gives the DOE lead responsibility inensuring priority focus on siting and permitting actions by the variousfederal agencies involved and facilitating those actions with theappropriate state authorities.
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4o DOE should become involved in issues associated with access tocoal
reserves and the permitting of coal operations from an energy standpointwhich will grow out of a draft Environmental Impact Statement (EIS)anticipated to be published in draft form by EPA imminently. This EISgrew
out of the 'mountaintop mining' controversy in 1999. Similarly, DOEshould
take an active role in insuring the federal coal leasing program isadministered in a way which insures timely access to the development ofcoal
reserves on federal lands.

5. In addition to combustion technology and coal preparation, DOEshould continue to focus its research activities in the area ofalternative
fuels from coal, such as liquids, with specific targets and timetablesfor
development of cost-effective technologies to make greater utilizationof
our nation's coal reserves.

the Under separate cover I will forward a recent study completed forthe
Edison Electric Institute entitled Fueling Electricity Growth for AGrcwing
Economy. This study was conducted by the National Economic Research'ssociates and was published on January 15, 2001. It identifies thesignificant impediments to the expanded economic use of coal-fired powergeneration.

You should be aware that the National Coal Council, an advisorygroup to the Secretary of Energy, established by Secretary Hodel in1985,
was requested by former Secretary Richardson to report back by mid-Aprilon
obstacles to greater utilization of existing coal-fired power generationfacilities. The initial draft of that report should be completed inearly
March. The Coal Council's recommendations should be helpful to yourwork..

Finally, under separate cover, you will also receive a chart wedeveloped which identifies new additions in coal-fired generationcapacities
in the United States between 1980 and the year 2000 and a copy of ourDOE
transition paper. The chart shows that a significant amount of newcoal-fired capacity is brought on-line in the 1980s and is currentlyhelping
to meet our nation's energy needs. Since 1990, relatively littlelow-cost,
coal-fired power has been brought on line. Legislation such as S.60will
help provide incentives for construction of new coal-fired capacity thatis
more efficient in terms of producing electricity with improvedenvironmental
results. EIA projects that by 2020 we will need 45 percent moreelectricity
(over 1200 power plants) in the United States. To assure theavailability of
reliable, low-cost power, it is important that utilities have theflexibility to build coal-fired power.

Please call (202-463-2653) with any questions.

2
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attachments

est <<NATIONAL ELECTRICITY AND ENVIRONMENTAL TECHNOLOGY ACT prelim
of env ben es.doc>> <<NEE r Outline - Title V 22101.doc> <NEETOverview

- Policy Rationale 2 2 1 01.doc>> <NEET slides 22101.PpT>>
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12/18/2000

NATIONAL ELECTRICITY AND ENVIRONMENTAL TECHNOLOGY ACT
(NEET)

Preliminary Estimate of Environmental Benefits

Enactment of the National Electricity and Environmental Technology Act (NEET) would provide
cost sharing for investment by the eletricity generating industry for pollution control and repowering
technology. It is projected that6a f the owners of eligible units greater than 300MW would retrofit
these units with a ytem(sof continuous emission control to control emissions to levelP nfthi new
source performance standards forsteam-electric generating units. It is projected that Eil of the
operators would install f as desn ) for the control of sulfur dioxide, uta would
install selective catalytic reduction (SCR) for the control of nitrogen oxides and qoe l oud install
both FGD and SCR. It is also projected that between 10% and 25% of the operators of units of 300MW
or less would repower these units to control emissions to levels of the new source performance standards
for steam-electric generating units and increase their thermal efficiency by at least 500 Btu per kilowatt
hour. The completion of these installations is projected to coincide with any new or anticipated
regulatory requirements for eligible units. Furthermore, it is anticipated that the availability of the tax
credits will result in the installations of controls before it may have otherwise occurred.

The projected reduction in emissions from the retrofit of systems for continuous emission control
and repowering are significant. Nitrogen oxide emissions are projected to be reduced by over 740 000tons per year, a 24% reductionroms. Sulfir dioxide emissions are projected to be reduced by
over 2,457,000 tons, a 28 reduction from 1999 levels. Despite the fact that the installation of systems
of continuous emission controls decreases unit efficiency and increases carbon dioxide emissions by 2%,
the reduction in carbon dioxide emission from the repowering applications are projected to result in a net
reduction of over 11,722,000 tons, a 0.9% reduction from 1999 levels.

Projected Emission Reductions
NO, SO2 CO 2Coal-based Units > 300MW

Emissions before NEET 1,956,545 4,941,615 860,211,290
Emissions after NEET 1,434,539 3,375,988 865,948,899
Reduction 522,006 1,565,627 -5,737,609

Coal-based Units 25 % of capacity <= 300MW repowers
Emissions before NEET 1,099,160 3,754,884 443,357,462
Emissions after NEET 879,328 2,863,099 425,897,237
Reduction 219,832 891,785 17,460,226

Total Emission Reduction, Tons 741,838 2,457,412 11,722,616
Percent Emission Reduction 24% 28% 0.9%

Coal-based Units 10% of capacity <= 300MW repowers
Emissions before NEET 1,099,160 3,754,884 443,357,462
Emissions after NEET 989,245 3,398,170 436,373,372
Reduction 109,916 356,714 6,984,090

Total Emission Reduction, Tons 631,922 1,922,341 1,246,481
Percent Emission Reduction 21% 22% 0.1%

C: \Documents and Settings\kelihej.HR.DOE.GOV\Local Settings\Temp\NATIONAL ELECTRICITY ANDENVIRONMENTAL TECHNOLOGY ACT prelim est of env. benes.doc
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12/18/2000
OUTLINEThe National Electricity and Environmental Technology Act

Title I Accelerated technolo research and development roram for new and existin coal-based generation facilities

* Authorizes the Secretary, in consultation with the private sector, to establish R&D cost and
performance goals that can be achieved by 2007, 2015 and 2020 by existing and new coal-based
generating facilities.

* Authorizes the Secretary to study the technologies capable of achieving the performance goals andmake recommendations for the programs required to develop those technologies.
* Authorizes the appropriations necessary to carry out the RD&D program to advance the technologiesidentified in the study as being capable of achieving the cost and performance goals.
* Authorizes the Secretary to carry out a vower plant improvement initiv that will demonstrate,-,- ..... n ,u nlw aw l^ Sn aex i stin-, g r . . . . ..... "'~ will dem onstrate

commercial applications to new and existing plants of coal-based technologies that will advance the
efficiency, environmental performance and cost competitiveness beyond that of facilities in service ordemonstrated to date.

* Authorizes 50% private sector cost sharing along with the use of uncommitted Clean Coal
Technology program funds to provide the federal share of the demonstration projects.

Title II Tax credits for emission reductions and efficiency improvements in ti al-basedgenerating facilities

* Establishes a 10% investment tax credit for investments in systems of continuous emissions controlsretrofitted to existing coal-based electricity generating units.
* Establishes a production tax credit (0.34 cents/kWh) for the first 10 years of electricity output from

existing coal-based generation units that are repowered with qualifying clean coal technologies.
Title III Tax credits for ommercial applications of advanced coal-based generatingtechnologies

* Establishes a 10% investment tax credit for investment in qualifying advanced coal-based generatingtechnologies for use in new or repowered units.

* Establishes an efficiency-based production tax credit for electricity generated during the first 10 years
of operation of a new or repowered unit using qualified advanced coal-based generation technologies.In subsequent years, eligible technologies must achieve increasingly higher levels of efficiency to
qualify for the credits.

* Establishes a risk pool amounting to 5% of the cost of the new technologies to help defray the cost of
any modifications necessary to achieve design performance levels.

Title IV Refundable or offset credits for electric cooperatives p ublicly owned electric utilities and theTennessee Valley Authority
* Establishes refundable or offset tax credits for electric cooperatives and publicly owned electricutilities.

Establishes an offset against payments required as an annual return on appropriations by theTennessee Valley Authority.* ES~~y~hes~risklX~~o~amounljnglo5*^ ofthel~~~n~-s ,-g



r
12/18/2000

OVERVIEW
The National Electricity and Environmental Technology Act

The National Academy of Engineering recently identified 'Electrification - the vast
networks that power the developed world" as the single most important achievement of the 20 h

century. The economy of the 21 1 century will require increased amounts of reliable, clean and
affordable electricity. Coal, the nation's most abundant energy resource, can help meet these
requirements if new technologies are developed and deployed to convert this resource to
electricity more efficiently and cleanly.

Background

* By the year 2020, U.S. electricity consumption is projected to grow 35% and worldwide
electricity is projected to grow by 70%.

* Today, more than one half of U.S. electricity is generated from abundant, low-cost,
domestic coal.

* On average, the cost of electricity from coal is less than one half the cost of electricity
generated from natural gas or oil, and it is less than nuclear power.

* Coal constitutes more than 85 percent of U.S. fossil fuel resources, enouah to last more
tan iwIyears a current rates of consiimptinn

/ · Overall emissions from U.S. coal-based generating plants have been reduced by one third
since 1970, even while electricity produced from coal has tripled.

Reasons for Stimulating Advanced Coal Generating Technologies

* Uncertainty about new environmental requirements and electricity deregulation, as well as
optimistic projections about natural gas prices, have led generators to rely heavily on
natural gas for new electric generating capacity. Consumption of natural gas or electricity
generation is projected to triple by 2020.

* Average wellhead prices for natural gas in 2000 now exceed $9.00/mcf well above the
$3.66/mcf price DOE forecast for 2020. Large-scale conversion to natural gas generation
could double retail electric prices - a significant hardship for low and fixed income
consumers. It would also eliminate an advantage the U.S. enjoys in the world marketplace.

* Only expensive retrofit technologies can achieve the more stringent emissions limits being
con iensidered or ein - apities. Advanced technologies for

conveing coal into electricity can effectively eliminate health-based pollutants and
substantially improve efficiency in new power generating facilities.

* Initial commercial deployment of new coal generating technologies entails significant risk
which generators are unwilling to accept in a newly competitive electricity market.

The National Electricity and Environmental Technology Act provides a measure of
burden-sharing to cushion the cost of improving the environmental performance of
existing coal-based generating facilties. It also stimulates deployment of advnced
lechnologies 1o further reduce emissions and improve efficiency in new generating
facilities, allowing our most abundant domestic energy resource to help meet the
nation's growing need for clean, reliable and affordable electricity.
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NATIONAL ELECTRICITY AND
ENVIRONMENTAL TECHNOLOGY
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January 2001
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Purpose

Enact a comprehensive coal-based technology progra,7n to reduceemissions and improve efficiency in existing coal-b sed generatingplants and stimulate deployment of advanced techrologies to furtherreduce emissions and improve efficiency in new generating facilities

Program Elements
" R&D program that addresses long term technolog needs to improveefficiency and reduce emissions from coal-based g nerationFinancial incentives program designed to cushion the financialburden of applying technologies to existing coal un ts to improveemissions control and increase efficiency

Demonstration program that provides tax incenti es and/or financialassistance to deploy the initial commercial-scale ap lications ofadvanced coal-based generating technologies



Background

DOE Fossil Energy R&D programs do not have a co prehensiveprogram that addresses the environmental constraint and timeframesfacing the existing fleet of coal-based generating unit,DOE Fossil Energy program is supporting the develo ment ofadvanced coal-based generating technology, but prog ram does nothave specific performance goals or milestones for co mercialapplication
Vision 21 calls for the development of commercial designs after 2015No program exists for supporting early commercial a plication of highrisk, higher cost advanced coal-based technology.
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Major Provisions

Title I
r Accelerated Technology Research and Development Program forAdvanced Clean Coal Technology for New and Existing Coal-basedElectric Generating Facilities

Title II
Credits For Emission Reductions And Efficiency Improvements InExisting Coal-based Electricity Generating Facilities

Title III
Incentives For Early Commercial Applications Of Advanced CleanCoal Technologies

-B^ ~Title IV
Treatment Of Certain Tax-Exempt Entities
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Title I - Accelerated R&D Program
' Part A -Establishment of a national coal-based t chnologydevelopment plan and applications programSec. 101 Purposes

2 Sec. 102 Cost and performance goals* establish cost and performance goals for technologies that areavailable in 2007, 2015 and after 2020* establish goals in consultation with industry and issue for publiccomment 

uafter accounting for public comment, submit goals to ongress.Sec. 103 Study
* identify technologies that are capable of achieving the goals* recommend programs to develop and demonstrate s ch technologiesL Sec. 104 Technology research and development p ogram* implement the R&D program identified in the study[R Sec. 105 Authorization

*$100 M per year -- 2002 through 2012
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Title I -- Accelerated R&D Program

' Part B - Power plant improvement initiative
(3 Sec. 121 Power plant improvement initiative program

* demonstrate commercial applications of advanced coal-basedtechnologies applicable to new and existing power plants and co-production facilities
* Conduct 50MW or greater demonstrations that achiqve levels ofperformance well beyond current or demonstrated Ie vels for:- significant improvements in

efficiency, or
) environmental performance

- cost competitiveness
[] Sec. 122 Financial assistance

* solicit and select 50% cost shared projects
* applicable to 25% of existing fleet of coal-based gene rating plantsi Sec. 123 Authorization

3~ * S" redirect excess Clean Coal Technology program and other funding to0 carry out program
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Title II - Credits for Existing Units

Sec. 2?01 Credit for investing in qualifying clear coal technologytR 10% investment tax credit on 1st $100 million in, ,estment in aqualifying system of continuous emission control installed on anexisting coal-based generating unit
IS exempt from new source review

10 year "safe harbor" for pollutant controlled to NSPS level' Sec. 202 Credit for production from a qualifying clean coaltechnology unit
IM production tax credit of 3.4 mills/kWh during 1st 1 years ofproduction from an existing unit, 300MW or small r, repowered witha qualifying clean coal technology

{~ qualifying clean coal technology must reduce heat rate by not lessthan 500 Btu/kWh or achieve a heat rate of less t an 9,000Btu/kWh

0
a 631 exempt from new source review°D (R 10 year "safe harbor" from further regulation under Clean Air Actco 
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Title III - Incentives For Ad anced
Clean-Coal Technology

Sec. 301 Credit for investment in qualifying advanc d clean coaltechnology
- 10% of total investment in qualifying advanced clean oal technology with adesign efficiency of not less than 36%
2 Qualifying facilities:

- a total of 5,000MW advanced pulverized and atmospheric ]uidized bed combustion- a total of 1,000MW pressurized fluidized bed combustion
- a total of 2,000MW gasification combined cycle- a total of 2,000MW unspecified technology with 15% effici ncy improvement' Sec. 302 Production tax credit( 10 year variable rate based on date placed in service and design heat rate(greater efficiency required to qualify in later years)

Qi Multiple demonstration periods for facilities placed in service:- Before 2008 with a design efficiency of 39% to 41%- After 2007, before 2012 with a design efficiency of 41% to 44%0 - after 2011, before 2016 with a design efficiency of 44% to 46%° Ii exempt from new source review and 10 year "safe harbor" for pollutantcontrolled to NSPS level
8



Title III -- Incentives For Ad anced
Clean-Coal Technology (co tinued)

' Sec. 303 Risk pool
1 Establishes a risk pool to defray the cost of any m dificationsrequired to achieve the design performance
1 Not to exceed 5% of total investment

G available during first three years of operation
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Title IV - Treatment of Cert in Tax-
Exempt Entities

Sec 401 Credits or offsets for cooperatives and p blicly ownedutilities
1 Establishes refundable or offset tax credits for elect ic cooperativesand publicly owned electric utilities

' Sec. 402 Offsets for annual payment obligations
M establishes an offset against payments required as an annualreturn on appropriations by the Tennessee Valley A thority
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Environmental Benefits

Retrofit of systems of continuous emission control that achievethe new source performance standard levels will:
1 significantly reduce NOx and S02
Mi increase efficiency and decrease C02

' repowering with technologies that achieve the ne sourceperformance standard levels and increase efficiency by 5% will:EI significantly reduce NOx, S02 and C02
Total emission reduction
-i NOx - 24%-21% (742,000 -631,922 Tons)
2 S02 - 28%-22% (2,457,000 -1,922,341 Tons)
l C02 - 0.9%-0.1% (11,722,000 -1,246,481 Tons)
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Investment and Revenue Impacts

$48 billion projected capital investment by owners of coal-based
generating units who install systems of continuous emission
control or repowering technology
iE 50% of eligible units over 300MW are projected to retrofit systemsof continuous emission control
1 1,0% -25% of units equal to or less than 300MW ar projected torepower

$1.7-$2.2 billion projected revenue impact for 1st ive years
$3.2-$4.5 billion projected revenue impact for 2nd five years
Total revenue impact projected to be $8.3-$11.2 :illion over 24
years

12



ALUANCE FOR COMPETITIVE ELECTRICFTYOfjA^ 1275 Perytvaria Avenue. NW•h Floor
WashigVo DC 20004
Teepholw (202) 662-6795
Facsirnle (202) 624-66

Electric Industry Restructuring Afer California-
Making the Wholesale Markets Work More Efficiently

The well-publicized problems facing electricity consumers in the State of California'predictably have caused some to question whether electric industry restructuring legislation is
ipe for UCongressiona consideraion. lo us, this question misses the mark. The question

should not be whether Congress should deal with this issue, but rather what type of legislation isneeded to help ensure the efficient functioning of wholesale electric markets that clearly are notworking as well as they should.

To a large extent, the problems facing the State of California are unique to that state:

No major new generation facilities have been built in California in more than a decade,and in the meantime, demand has soared;

Inadequate natural gas transportation capacity into the state, coupled with increasingreliance on natural gas for power generation, has helped drive up natural gas prices to thehighest levels in the country, thus further increasing the price of electricity;

* Environmental and facility siting restrictions that are the toughest in the nation makes itdifficult to build new generation or even operate existing facilities for the entire year,

* Abnormally dry weather has reduced the amount of available hydropower generatioabynearly 40% this winter,

* A critical shortage of transmission capacity in some regions of the State makes it difficultto efficiently transmit power to where it is needed;

a An almost total reliance on volatile day-ahead and hour-ahead electricity markets byprohibiting effective hedging and long-term contracting by incumbent utilities has drivenup prices.

While most of these factors lie within the authority of state officials to address, someclearly relate to the wholesale electricity market, where the FERC has jurisdiction. In its recent

'The shortage of generation in the State of California has had a ripple effect through outthe entire interconnected West, where wholesale prices have been driven upward.
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order addressing the California situation, the FERC has sought to address those issues within its
jurisdiction that directly impact the wholesal market, including the encouragement of long-term
contracting and hedging as a means of mitigating volatile short-term prices. While there is sharp
disagreement over whether the actions of FERC are sufficient to address California's problems,
there should be no disagreement that wholesale markets through out the country are not
functioning as efficiently as they should. Moreover, the situation in California has made it
abundantly clear that we should be seeking to encourage, not discourage, the building of new
generation and transmission facilities that are needed to meet the demands of a growing
economy.

We believe that Congress can help make wholesale markets work more efficiently, while
deferring to the states on the question of retail markets, including whether to restructure the
electric industry in their respective states. We believe that the following would help wholesale
markets function better, would encourage the building of new generation and transmission,
faiitiies,-nhance-system-reliability and woulprovidehe-regulatory certainty necessary for
investment in this critical industry:

Improving Efficiency f Wholesale Markets

* Eliminate artificial federal barriers to increased supply and greater competition by
repealing PUHCA and prospeclively repealing PURPA.

* Expand the size of regional markets by extending FERC's open, non-discriminatory
access requirements to the transmission facilities of currently non-jurisdictional facilities.

* Encourage the establishment of regional transmission organizations ("RTOs") by
providing clear legislative guidance and incentives.

* Eliminate tax disincentives that effectively prohibit municipal and cooperative
transmission systems from joining RTOs and make it prohibitively expensive for IOUs to
spin-off transmission assets into a separate company.

* Clarify current federavstatejurisdictional ambiguity.

Encouraging New Generation

* Expedite the interconnection of new generation through the adoption of uniform
interconnection procedures at the wholesale transmission level.

Encouraing the Building of New Transmission Capacity

* Require the FERC to provide adequate returns and incentives for building and operating
new transmission capacity.

2

175
DOE002-0185



* Provide a federal right of eminent domain where a state has been unable or unwilling to
provide a needed right of way for necessary transmission facilities within a reasonable
period of time.

Improving Reliability of the Bulk Power System

* Enact legislation establishing a regulatory framework to ensure reliability of the bulk
power system.

Codncluxon

There is much that Congress can do to help electricity markets function better, without
dictating to the states the structure of the retail markets within their borders. The longer it takes
for Congress to address these issues, the more prevalent and intractable the problems with o
wholesale electricity markets will become.

January '6, 2001

3

176
DOE002-0186



Il(Ifll IEIItG I SlllT TE

NEI Position Papers 2001

Energy Policy Legislation 1

Used Fuel Management 3

Tax Treatment of Nuclear Decommissioning 5

Nuclear R&D 9

Nuclear Liability Insurance 15

Nuclear Waste Fund Budget Structure 21

Nuclear Energy Issues in Electricity Restructuring 23

Environmental Benefits of Nuclear Power 25

Federal Policy on Radiation Protection Standards 27

Nuclear Fuel Cycle Issues 29

Non-proliferation 
31

Disposal of Low-Level Radioactive Waste 33

Assistant Secretary of Energy for Nuclear Science 35

1776 I It, SW JsIIlt *0 WASHIGOION. DC 20000370. tIPONP 707.739.000 ' 1 0 707 7 0 ,w,9 177
..DO E" 177

DOE002-0187



Energy Policy Legislation

Description: Electricity demand is growing significantly faster than expected, and constructionof new electric generating capacity is not keeping pace with demand. As a result, electricitymarkets are becoming increasingly volatile. In addition, diversity of fuel sources is one of thegreatest strengths of the U.S. electric supply system, but virtually all new power plants beingbuilt today are fueled with natural gas. These plants are extremely sensitive to fluctuations innatural gas prices, and natural gas prices have more than doubled over the last 12 months.

New power plants-using a variety of fuel sources-will help maintain diversity of fuel supply,enhance energy security, meet growing electricity demand, protect electricity consumers againstvolatility in the electricity and natural gas markets. New nuclear and renewable energy plantsare particularly important to our energy supply mix and they avoid the emission of carbondioxide, sulfur dioxide, nitrogenxi paiulatesand otherpolhltants associated withcombustion of fossil fuels to produce electricity. Nuclear power, however, is the onlyexpandable energy source that can provide large-scale power to cities and other urban areaswhile avoiding emissions.

Status: Despite nuclear energy's strategic value in a balanced supply portfolio, new nuclearpower plants may not be built in the short-term because of the financial risk associated withbuilding any large capital-intensive projects (power plants, transmission lines, natural gaspipelines) in a competitive business environment The industry is now examining themarketplace issues that would lead to the beginning ofnew plant construction in the next three tolive years.

(ey Issues/Decisions: Because ofthe financial risk and the uncertainties associated with theelectricity business, which is transitioning from regulation to deregulation, construction of newnuclear generating capacity will require these financial and policy initiatives:

Accelerated depreciation for new electric generating facilities, including new nuclear powerplants. Federal tax laws must be changed to permit depreciation over 7 years instead of the15-20 years currently required by the tax laws.
o Investment credit during first 10 years ofoperation for all new nuclear power plants forwhich a license application is filed with the Nuclear Regulatory Commission after Jan. 1,2005, and before Dec. 31, 2015. The amount ofcredit will be commensurate with the valueof the tons of carbon emissions and other air pollutants avoided by construction of thenuclear power plant.

Increase the Department of Energy's nuclear energy research and development programs,consistent with the recommendations of the President's Council of Science and TechnologyAdvisers (PCAST) and the Department of Energy's Nuclear Energy Research AdvisoryCommittee (NERAC). In its June 2000 report, NERAC recommended increasing DOE'snuclear energy R&D funding to approximately S250 million per year by 2005. Incomparison to other electricity generating sources, nuclear energy is unequivocally the mosteconomical federal research and development investment In 1997, the federal governmentspent five cents on nuclear energy R&D for every kilowatt-hour of electricity generated atnuclear power plants. By comparison, the cost of natural gas R&D per kilowatt-hour, was 41

1
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cents; for solar photovoltaics, S17,006; and for wind energy $4,769. The increased funding
should support a more aggressive program to develop innovative techniques to reduce the
capital costs of new nuclear power plants; development of potentially attractive alternative
design concepts, including smaller, modular reactor concepts; and support for the Nuclear
Regulatory Commission's ongoing program to replace its existing, highly prescriptive
regulations with a risk-informed, safety-focused regulatory regime

* Amend the Internal Revenue Code to allow new nuclear power plants, built as merchant
power plants by unregulated generating companies, to treat annual payments into a
decommissioning trust fund as a deductible expense and not as taxable income.
Require an assessment by the Nuclear Regulatory Commission of whether it needs additional
statutory authority and adequate resources to ensure new nuclear power plants will be sited
and licensed in an efficient, businesslike manner, and permitted to start operations when
construction is completed according to the design requirements, without unnecessary delays
--hat-would-placeprivatecin tmenatris.

Options:
* Incorporate a limited portfolio of incentives as described above in comprehensive energy

policy legislation to ensure that nuclear energy maintains its position in the nation's
electricity supply portfolio.

* Do nothing to encourage construction of new nuclear power plants, and expose the U.S.
economy and American consumers to increasing electricity prices, increasing volatility in
electricity prices, increasing volatility and dependency on foreign energy supply, and
increasing vulnerability to supply/price disruptions in the fossil fuel markets.

Timing/Milestones: Any proposal to encourage construction of new nuclear power plants will
occasion significant policy debate. The sooner that debate is joined and the issue(s) resolved, the
quicker the private sector can proceed with business planning for, and development of, the next
generation of nuclear power plants.

2
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Used Nuclear Fuel Management
Including Yucca Mountain Decision-making

Description: Effective stewardship of used nuclear fuel and other high level radioactive wastefor federal government defense programs is essential to the national interest. Non-proliferation
concerns also dictate effective management of these materials. The Nuclear Waste Policy Act
(NWPA) of 1982 codified the federal government's long-standing obligation to dispose of thismaterial and defined a process for accomplishing this objective. The law intended for DOE toestablish a permanent disposal site and begin receiving used nuclear fuel by January 1998. Thisdeadline was not met. Since 1987, efforts to find a disposal site have focused on the scientific
study of a desert location at Yucca Mountain, Ncv.

Status: DOE is nearly three years in arrears on its statutory deadline for moving used nuclear
fuel from power plant sites and other locations. Government default of this obligation exposesU.S.-taxpayersto a-potntial-liabilitymore-than-$6bilion; -Al thbougrcstillno approved
disposal site, the scientific work at Yucca Mountain has progressed significantly. This $6
billion, 13-year effort to determine the suitability of Yucca Mountain has reached a point where apresidential decision can be made within the next year on whether to move forward with the
:icensing of a facility at that site. There is no reason to under fund this program given thatelectricity consumers have committed more than $17 billion (including interest) to the NuclearWaste Fund for this purpose, while only 56 billion has been spent. DOE has developed an
extensive scientific safety case that evaluates the ability of the site to protect public health andsafety for thousands of years into the future. The state of Nevada and anti-nuclear groups haveexpressed considerable opposition to this site.

Key Issues/Decisions:
* The NWPA requires the President to approve the selection of a disposal site before the DOEcan enter into a three-step NRC safety licensing process to seek approval to construct,

operate and eventually close the facility. DOE has committed to making a recommendationon the Yucca Mountain site to the President in 2001. In accordance with the law, the
President's decision is subject to challenge by Nevada. A simple majority vote of both
houses of Congress would be required to override any such challenge by the state.
Several lawsuits for breach of this federal obligation have been filed by the operators of
nuclear power plants and state governors, attorneys general and public utility commissions.
The courts have repeatedly affirmed the government's obligation and determined that DOEhas breached contracts with nuclear plant operators. Litigation will now determine the
amount of damages to the utilities.

* The law also requires the EPA to establish a radiation standard as a prerequisite to siteselection and NRC licensing. EPA's proposals to date have received widespread criticismfrom the National Academy of Science, Health Physics Society, DOE and NRC. Alternate,
science-based proposals have been made as part of EPA's rulemaking on the Yucca
Mountain standard and are broadly supported. Related NRC and DOE rulemakings are onhold pending resolution of the EPA's controversial Yucca Mountain radiation standard.
Each year, the Treasury collects about $700 million in fees from electricity consumers andabout $200 million from defense programs, but congressional appropriations for the Yucca
Mountain program typically are at a level less than half of these receipts. At least $500

3
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million in appropriations will be needed for FY02 to make up delays resulting from funding
shortfalls in past years. Significantly higher amounts will be required in later years if the
facility is approved and licensed for construction. There also is a sizable balance of defense
payments owed to this project.
Nuclear plant operators have responded to DOE's default by expanding storage capacity at
power plant locations. This option is costly and, in some instances, limited. In addition, a
consortium of power plant operators, in partnership with the Goshule Indians, has launched a
private initiative, known as Privale Fuel Storage, to provide temporary storage at Skull
Valley, Utah. While important for private storage of used fuel prior to federal removal, PFS
is not a substitute for federal action to build and operate a repository.

Options:
* Approve the Yucca Mountain site based on DOE's scientific results. Althoughthis option

but would face opposition from Nevada and anti-nuclear groups, a high likelihood of success
could be achieve because of the scientific integrity of the study. A final EPA standard for the
repository is needed before this can occur.

* Reject the Yucca Mountain site. This would leave the government without a permanent
disposal facility and put the federal government and taxpayers at risk for a multi-billion
dollar liability. DOE would have to quickly develop other options to address the liability and
national energy security risk.

* Defer the decision. Deferring the decision could have an impact on future election cycles. It
also could result in additional lawsuits against DOE and billions of dollars being spent on the
scientific effort with no resolution of the underlying issues or mitigation of the associated
risks.

Timing Milestones:
* Final EPA rule and subsequent NRC rules are needed in summer 2001 to maintain the Yucca

Mountain decision-making schedule.
* DOE's scientific recommendation on Yucca Mountain is expected in fall 2001, with a

presidential decision late in 2001.
* The current repository schedule could lead to used nuclear fuel disposal beginning in 2010 at

the earliest.
* A NRC licensing decision is expected on the Private Fuel Storage initiative in 2001. If

-approved, the facility could begin operating in 2003.
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Tax Treatment of Nuclear Decommissioning

Description: Nuclear power plant owners must accumulate S400 million - 500 million per plant
over the plants' 40-year operating period for decommissioning. The Internal Revenue Code and
Internal Revenue Service regulations treat annual contributions to decommissioning funds as a
deductible expense-as long as the plant is owned by a regulated electric utility subject to cost-
of-service regulation. Because of restructuring, generating companies are not subject to cost-of-
service regulation and cannot treat contributions to decommissioning trust funds as a deductible
expense. In addition, because of state restructuring, many companies are divesting their
electricity generation assets, including nuclear powerplants. When nuclear power plants are
sold, the buyer assumes the seller's obligation to decommission the nuclear plant and, in return,
must receive the decommissioning funds already collected by the seller. For these transactions
to occur, it is essential that the decommissioning trust funds can be transferred from seller to
buyer on a tax-neutral basis. The tax code must be updated to allow these transfers and other
transactions created by new state and federal policies. Under current tax law, many of these
transfers and transactions would be taxable or trigger some form of tax liability. Unless the tax
code is updated to reflect the new business environment, decommissioning trust funds will not be
treated equitably and in the manner intended by Congress when it amended the tax laws
governing decommissioning in 1984.

Status: This proposal to update tax treatment of nuclear decommissioning funds enjoys strong,
bipartisan support. In June 1999, a comprehensive update to the tax laws governing nuclear
decommissioning (the Nuclear Decommissioning Funds Clarification Act of 1999) was
introduced in the House by Reps. Jerry Weller (R-1.) and Ben Cardin (D-Md.), and a bipartisan
group of eight other members of the House Ways & Means Committee, and in the Senate
Finance Committee by Sens. Frank Murkowski (R-AK) and John Breaux (D-LA). (Act basic
provisions in Enclosure). Elements of this legislative proposal were incorporated in the
omnibus, $792-billion tax bill passed by the Congress in 1999, and vetoed by President Clinton
in September of that year. President Clinton included elements of this proposal in his Fiscal
Year 2000 budget and in his comprehensive electricity restructuring legislation. President-elect
Bush expressed support for this change to the tax law in his energy policy statement during the
campaign.

Key Issues/Decisions: Updating the tax laws to allow electric power companies to reposition
their nuclear generating assets in response to state and/or federal restructuring mandates is a high
priority (1) to ensure the continued viability of existing nuclear power plants, (2) to ensure that
nuclear power plants are not placed at a competitive disadvantage during electric industry
restructuring, and (3) to ensure that monies already collected for decommissioning are not
depleted unnecessarily by tax liabilities.

Options:
* Incorporate these necessary and appropriate changes to update the tax code into any

comprehensive electricity restructuring legilation.
* Incorporate these necessary and appropriate changes to update the tax code into any omnibus

tax legislation.
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* ncorporate these necessary and appropriate changes to update the tax code into any
comprehensive energy policy legislation.
Do nothing, thus forcing companies to continue the time-consuming and costly process of
seeking limited relief from the Internal Revenue Service through Private Letter Rulings.

6
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The Nuclear Decommissioning Funds Clarification Act (H.R. 2038, S. 1308)
Basic Provisions

* Eliminate the cost-of-service requirement
Current law treats annual contributions to decommissioning funds as a deductible
expense as long as the utility is subject to cost-of-service regulation. As competition
develops, pricesfor electricity are set by the market rather than through cost-of-service
regulation. As a result, electric utilities that are not subject to cost-of-service regulation
cannot treat contributions to decommissioning trust funds as a deductible expene.
Unless the tax code is updated to reflect the new business climate, contributions to
decommissioning trust funds will not be treated in the manner intended by the tax code.

Provide an exception to the level funding requirement (1) if regulators allow higher
decommissioning charges, or (2) if accelerated funding is re requ i reiaconnctionwith
the transfer of a nuclear power plant

Under current rules, the amount of money a nuclear plant owner can contribute to a
decommissioning trustfund is based on the projected decommissioning costs yet to be
collected and the remaining plant operating period. This legislation allows two limited
exceptions to this "levelfunding" requirement:
1. Under many state restructuring laws, nuclear plant owners are required to accelerate

funding of their decommissioning costs over a shorter period of time than the
remaining plant life. In such cases, the legislation would allow companies a
deduction for those contributions.

2 In cases where nuclear plants are purchased, buyers typically require current plant
owners to filly fund the projected cost of decommissioning as part of the transaction,
in order to satisfy Nuclear Regulatory Commission requirements for funding
assurance. These additional contributions to the fund violate the levelfunding
limitation. The change proposed would allow continued deductibility for this'
additionalfunding.

* Allow taxpayers to utilize a Qualified Fund to accumulate all monies needed for
decommissioning irrespective of the age of the plant

The tax code treatsfunds collected before 1984 and after 1984 differently. Before the
law was changed in 1984, money collectedfor decommissioning was taxed as income,
deposited in "non-qualifiedfiund. "and earnings were taxed at the corporate capital
gains rate. In 1984, Congress changed the law to allow companies to deduct amounts
set aside in "qualified funds. " In 1992, Congress lowered the tax rate on fund earnings.
This legislation would simply eliminate the arbitrary distinction between non-qualified
and qualified funds.

* Discontinue the requirement that taxpayers obtain a ruling from the Internal Revenue
Service before making contributions to a Qualified Fund.

Under current law, companies are required to obtain pre-approvalfrom the IRS before
making a contribution to a Qualified Fund. This is the only circumstance in which IRS
requires prior approvalfor a deduction. Since every nuclear power plant owner is

7
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required to undergo an annual audit by the IRS, this requirement is duplicative,
burdensome and unnecessary.

Define "nuclear decommissioning costs" and acknowledge that all such costs are
currently deductible wben paid or incurred.

This technical change provides nuclear plant owners with additional certainty about
which decommissioning costs are considered deductible

8
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Nuclear Energy Research and Development Programs

Description: Nuclear energy research and development remains a national
priority at the Department of Energy. Nuclear power plants produce 20 percent of
U.S. electricity and emit no air pollutants. Nuclear energy provides the most easily
expandable means of providing new sources of electricity and reducing the
concentration of air pollutants. New research, development and deployment of
advanced nuclear power plants are vital for U.S. energy and environmental policy.
Nuclear technology also is used in medicine, including one-third of all diagnostic
and treatment procedures, as well as other industrial and agricultural uses.

Nuclear energy will continue to provide a unique and secure domestic source of electricity
supply well through mid-century. Important to the continuation of U.S. leadership in nuclear
energy is the DOE support provided to our nation's universities to sustain our expertise and
research facilities. Continued support of nuclear research andevelopment programs is essential
to continue advances in nuclear medicine and other nuclear technologies beneficial to society, to
guard against the impact of foreign supply disruptions to our energy security and to encourage
growth of America's largest source of emission-free electricity. To capitalize on the many
benefits of nuclear technologies, research and development of these technologies must be a
priority.

In comparison to other electricity generating sources, nuclear energy is unequivocally the most
economical research and development investment. In 1997, the federal government spent five
cents on nuclear energy R&D for every kilowatt-hour of electricity generated at nuclear power
plants. By comparison, the cost of natural gas R&D per kilowatt-hour, was 41 cents; for solar
photovcltaics, $ 7,006; and for wind energy $4,769.

Status: The House and Senate both supported increasing funding for nuclear
energy programs in FY2001.

Key Issues/Decisions: Based on the recommendations of the 1997 and 1997
President's Committee of Advisors on Science and Technology (PCAST) reports, the
following is a list of R&D programs suggested funding for FY2002:

· Nuclear Energy Plant Optimization-S15 million for activities helping to
optimize current operating reactors. This program is cost shared with the
Electric Power Research Institute.

* Nuclear Energy Research Initiative-$50 million for advanced research in
nuclear science, technology and engineering and $20 million for international
cooperation on joint systems development. This grant program is competitive
and peer-reviewed.

· Nuclear Energy Technologies-$10 million for continuing activities associated
with Generation IV reactor plan, and deployment of advanced light-water
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reactors, smaller modular reactors, and gas reactor technology in the United
States.

* University Support and Scholarships--25 million for activities associated with
improving critical research reactors at the nation's universities, providing fuel
and support scholarships for students at the graduate and undergraduate levels.

* Medical Isotopes Support-$15 million for isotope support for the diagnosis and
treatment of disease. Hundreds of hospitals nationwide depend on a stable and
reasonably priced supply of medical isotopes.

* Low-Dose Radiation Research-$25 million for a program will produce an
enhanced understanding of low-dose radiation effects to assure that public and
priate-resources-are appied-in-a-anner-that-prote-tspublic-eath-and afety
without imposing unacceptable risks or unreasonable costs on society.

* Nuclear Nonproliferation-$350 million including $30 million for a fabrication facility for
the disposition of excess weapons grade nuclear materials through the use of mixed-oxide
fuel in commercial reactors in the United States and Russia.

* AAA-The Committee recommendation includes $75 million to continue the
assessment of accelerator transmutation technology. This technology may be
able to significantly reduce the radioactivity and radiotoxicity of certain isotopes.
Funding also would be used for development of an accelerator-based tritium
source and additional research on electricity production.

* International Nuclear Safety Program & Nuclear Energy Agency-S35 million for
intrnational nuclear safety programs at DOE and NRC. These are programs aimed at the
safe commercial use of nuclear technology around the world.

Options:

* Fund these R&D programs at the suggested levels. Move toward the PCAST
funding levels recommended in the 1997 and 1999 reports.

* No change in current year funding. This would lead to a possible decline of the
nation's nuclear technology leadership in the commercial sector and at the
nation's research facilities, and prevent new discoveries in medicine.

Reduce funding for nuclear energy R&D despite the fact that it is the most costs-
effective program in terms of return on investment for U.S. energy supply.

Timing/Milestones: The DOE's budget process and congressional appropriations
usually are completed in October.
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POWERFUL PARTNERSHIPS:
THE FEDERAL ROLE IN INTERNATIONAL COOPERATION

ON ENERGY INNOVATION

A REPORT FROM THE

PRESIDENTS COWMITEE OF ADVISORS ON SCIENCE AND TECHNOLOGY

PANEL ON NTERNATIONA COOPERATION IN
ENERGY RESEARCH c DEVELOPMENT, DEMONSTRATION AND DEPLOYMENT

JUNE 1999
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Nuclear Liability Insurance

Description: The Price-Anderson Act authority that provides immediate and substantial
compensation to the public in the event of a nuclear incident at a commercial nuclear power plant
or a Department of Energy (DOE) facility expires on August 1,2002. Coverage under the Price-Anderson Act for commercial nuclear plants incurs no cost to the federal government or
taxpayers.

This act was first passed in 1957, providing $560 million in coverage for each incident It will beconsidered in the 107 ' Congress for its fourth renewal to provide over $9.5 billion in coverage.
The act provides coverage for precautionary evacuations and emergency out-of-pocket expenses;reduces the delays often inherent in tort cases; and consolidates all cases in a single federal court.
Each nuclear power plant purchases all the insurance available ($200 million per plant site) fromgPivale insu rs-for-immndiate-resns4o-an-icidc-An-ddit-ional-$S93billiorfiun d
would be paid by the commercial nuclear power industry via retrospective assessments
(piesently up to $88 million for each of the nation's 106 covered reactors). DOE provides
equivalent coverage ($9.5 billion) for its nuclear activities. In the unlikely event that more fundswould be required, Congress has indicated in the Act that it will take whatever action is
determined to be necessary to provide full and prompt compensation to the public for all publicliability claims.

Status: Reports to Congress required by current law by the Nuclear Regulatory Commission
(1 998) and the DOE (1999) recognize that the Act has worked as it was designed and strongly
recommend that it be renewed without substantial change. Bipartisan legislation was introducedin the Senate in the 106' Congress for the simple renewal recommended in the NRC and DOEreports. The nuclear industry supports such a legislative approach for consideration by the newadministration and the 107'" Congress.

Key Issues: Coverage for new or extended DOE contracts or for new commercial facilities willnot be provided without renewal. DOE would be denied qualified contractor expertise toperform its national defense and facilities cleanup missions without renewal. During the pastrenewal all of the issues put forth by the opponents of the legislation were addressed (the
attached Frequently Asked Questions regarding the Price-Anderson Act provides background onall of these issues).

Options:
Permanent authorization of the provisions of the bill is an option that Congress should
consider.

* Simple renewal based on the reports from NRC and DOE could assure early enactment.
* Doing nothing will put nuclear-related defense and DOE non-defense programs in jeopardy.

Timing: Action early in the first session ofthe 107" Congress is important. The last renewaleffort incurred a break in authorization that caused difficulty for DOE programs.
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Attachment I

RENEWAL OF PRICE-ANDERSON ACT
Frequently Asked Questions

The Price-Anderson Act-signed into law in 1957 as an amendment to the Atomic Energy
Act of 1954-provides for payment of public liability claims in the event of a nuclear
incident. Since its inception, the act has been extended three times, twice for successive 10-year periods and once in 1988 for 15 years. Unless Congress renews the Price-Anderson
Act, it will expire on August 1, 2002.

What are the key features of the Price-Anderson Act?

_TheJcedernsspAAcl'
* Assures the availability of billions of dollars to compensate members of the public

who suffer a loss as the result of a nuclear incident;
Establishes a simplifed claim process for the public to expedite recovery for losses;

+ Provides for immediate emergency reimbursement for costs associated with any
evacuation that may be ordered; and

* Establishes liability limits for each nuclear incident involving commercial nuclearenergy and government use of nuclear materials, and provides a guarantee that the
federal government will review the need for compensation beyond that provided.

How does Price-Anderson work?

* It provides more than $9.5 billion of coverage through two layers ofprotection. For
the primary layer, the act requires nuclear power plant operators to buy all the
nuclear liability insurance that is available or provide an equal amount of financial
protection. That insurance is currently $200 million. For the second layer, the
power plant operators are assessed up to $88 million for each incident that exceeds
the primary layer (at a rote not to exceed $10 million per year per reactor). In
addition, Congress may establish additional assessments if the first two layers of
coverage are not adequate to cover claims.

* The act provides the same level of liability for DOE facilities as for the commercial
sector.

* Research and/or smallpower reactors are required to self-insure or insure at least
the first $250,000 of any nuclear incident. The federal government also provides up
to $500 million of indemnity. At present, there ore no small power reactors in
operation that qualify for this coverage.

Does Price-Anderson only cover incidents at nuclear reactors and government
facilities?

* No. The Price-Anderson Act also provides coverage for transportation of radioactivematerials. Transportation of radioactive materials in the United States has an
exemplary safety record. For example, no container has leaked or cracked in anyway during the nearly 3,000 shipments of used nuclear fuel since 1964.
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If an incident occurred today, how much money would be available to compensate
the public for damages?

* More than $9.5 billion dollars is available topay public liability claims through
insurance ($200 million) and assessments ($9.3 billion). Assessments are adjustedfor inflationin five-year increments. In addition, Congress could request additionalassessments, if necessary.

* For DOE facilities, coverage totals $9.5 billion. Similarly, Congress could provide
additional funding, if it determines that the current amount is not adequate.

How does the public benefit from Price-Anderson?

* Price-Anderson coverage assures the availability of substantial funds to provide
prompt compensation to any member of the public who is harmed.

* The law eliminates the delay that plaintiffs in ordinary tort cases must incur beforethey can recover for injuries or other damages.
* In the case of a serious nuclear incident (an extraordinary nuclear occurrence" inthterms oFthe Prie-AderteoAct,-tedefendantsareeqired to-wai etai

defenses to which they would otherwise be entitled in the absence of the Price-Anderson Act.
· Without Price-Anderson, compensation to members of the public would be delayedbecause of delays in determining the appropriate court in which to bear the case

Price-Anderson provides for all cases from a single incident to be heard in a singlefederal court.

How well did Price-Anderson coverage work at Three-Mile Island?

* The Price-Anderson Act covers residents near the Three Mile Island plant and anyother individuals who filed claims after the 1979 accident.
c Within 24 hours of the state's precautionary evacuation for residents near the ThreeMile Island plant, a claims office in nearby Harrisburg was opened to disburse

emergency assistance payments.
* Payments totaling $1.2 million for travel, temporary lodging and other needs weremade to 3,170 families, and $92,400 was paid to 636 persons for lost wages.· A $20 million economic injury fund and a $5 million public health fund also wereestablished.
* In total over $70 million has been paid under Price-Anderson for the Three-Mile

Island accident.

If an incident were to result in damages that exceed the current limit of $9.5billion, wouldn't the limit on liability prevent some members of the public fromfully recovering for their damages?

* The cap on liability does not limit full recovery by the public. The explicit languageof the Price-Anderson Act requires Congress to consider further compensation formembers of the public fling claims if industry and federal government liability isexceeded.

Isn't it true that, except for Price-Anderson coverage, a member of the public would
be able to fully recover for damages?

* Not necessarily. Unlimited liability does not guarantee full recovery. It simplymeans recovery up to the level of resources a company might have available to payany claims.
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Is Price-Anderson a subsidy to the nuclear industry?

* The federal government does not use taxpayer funds to pay claims in the event of a
nuclear incident, so there is no subsidy" to the industry.

* In 43 years of Price-Anderson protection, nuclear insurance pools-not the federal
government-have paid a total of $151 million for claims.

* The Price-Anderson Act ensures that full compensation will be available in the event
of a nuclear incident. In the absence of the law, members of the public filing
claims would need to overcome substantial obstacles to recovery posed by ordinary
tort law, and the nuclear industry would not have predictable levels of liability.

Isn't Price-Anderson type coverage unique to the nuclear industry?

* The federal government provides insurance mechanisms for losses associated with
agricultural disasters, foods, banks, savings and loan company failures, home
mortgages, Social Security, Medicare, crime and maritime accidents.

* Under current law, a limitation on liability exists for oil spills, bankruptcy, worker's
compensation-maximum-payments-rand-medical-malpractice

The Price-Anderson Act expires on August 1, 2002. Should Congress extend it?

* Yes. Price-Anderson coverage provides a system for more comprehensive coverage
for the public than any other kind of coverage in the event of a nuclear incident. If
the coverage were not extended, federal nuclear facilities would not be able to hire
private contractors to operate them, or to continue important environmental
restoration work at federal weapons facilities. Commercial nuclear power plants
provide one-fifth of all U.S. electricity. However, without Price-Anderson coverage,
no new emission-free nuclear power plants would be built to meet growing
electricity demand while protecting the nation's air quality.

Do the Department of Energy and the Nuclear Regulatory Commission support
extension of the Price-Anderson Act?

DOE and the NRC submitted separate reports to Congress supporting the renewal of the
Price-Anderson Act. Both agencies made minor recommendations to improve the Act The
industry supports these recommendations, except for the NRCs suggestion that the
annual assessments be increased rom $10 million to $20 million.

If Congress does not decide to extend Price-Anderson, why not just leave the public
protection provisions in place?

* The only part of Price-Anderson that expires on August 1, 2002. is the authority of
the Nuclear Regulatory Commission and the Department of Energy to enter into
new indemnity agreements after that date. Existing indemnity agreements would
continue in full force and effect

· Without renewal, new nuclear power plants could not be covered, nor could new
DOE contracts have the indemnity provision.

* Without renewal, DOE's program for operating existing nuclear facilities and
cleaning up closed nuclear facilities would be severely hampered.
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Are homeowners precluded from buying nuclear insurance protection?

There is nothing in the Price-Anderson Act that requires a nuclear exclusion clause in
homeowners policies. However, the same insurance companies that provide
homeowners policies also provide the nuclear industry with the insurance required
under the Price-Anderson Act. Because the nuclear industry, by law, is required to
purchase this policy, there is no need for homeowners to buy this coverage as part of
their insurance. Similarly, under the Price-Anderson Act, the federal government
provides this protection for DOE facilities, so there is no need-or benefit-for a
homeowner to buy duplicate coverage.

Why are the costs of investigating and defending claims included in the Price-
Anderson limit on liability?

The inclusion of these costs within the policy limit (which has been a central tenant
of Price-Anderson since 1957) provides the certainty that insurers need to obtain the
largest amount of financial protection available to protect the public.
If claims costs were not included in Price-Anderson, the limit on liability would be
illusory.

Should the primary layer of insurance be increased?

Price-Anderson requires that nuclear plant operators buy the maximum amount of
liability insurance commercially available - currently $200 million per plant site. Any
increase in the primary layer above this amount depends entirely on the availability of
insurance capacity in the private marketplace. With a renewed version of Price-
Anderson, very similar to the current one, private insurers expect that the primary
layer could be increased above $200 million.

Shiouldn't contractors that operate DOE facilities be accountable for their actions?

* DOE contractors are legally accountable for operations at federal facilities They also have
many incentives to operate nuclear facilities safely. Poor contractor performance could
lead to debarment from future DOE contracts, fee reductions, nonrenewal or termination
of their contract(s), which could be damaging to the contractors' reputations.

Should DOE be able to recover any amounts paid if the contractor's behavior has
involved "gross negligence" or "willful misconduct?

* After a thorough examination of this issue when it renewed the Price-Anderson Act in
1988, Congress did not provide exclusion for damages in such cases. It is virtually
impossible to distinguish among levels of negligence in today's tort law; so more litigation
would weaken Price-Anderson's "omnibus" feature.

Does DOE have other authority to provide indemnification for its contractors?

Public Law 85-804 could be used to cover some defense-related activities, but would not
provide as much protection to the public arPrice-Anderson. For example, it does not cover
precautionary evacuations, or provide for single federal court jurisdiction, automatic
coverage for subcontractors or transporters, advance emergency payments, or mandatory
waivers of tort defenses in the event of a large accident (an 'extraordinary nuclear
occurrence).
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Should DOE contractors be required to purchase their own nuclear liability
insurance?

DOE has the option of requiring its contractors to buy nuclear liability insurance, but has
chosen not to exercise that option because the cost would be passed through to the
government. It is cheaper for the government to continue to self-insure. Also, it is not
clear that the commercial insurance market would provide liability coverage to private
contractors working at government facilities because of the unique nature of the facilities
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Nuclear Waste Fund (NWF)
Budget Structure

Description: The Nuclear Waste Fund (NWF) was established in the Nuclear
Waste Policy Act of 1982 as the funding mechanism for the Department of Energy's
nuclear waste disposal program. The NWF is unique in that it is financed through
contracts between electric utilities and DOE that establishes a fee of one-tenth of a
cent per kilowatt-hour on electricity produced at all nuclear power plants after April
7, 1983, and an equivalent one-time fee for used nuclear fuel produced prior to that
time. This fee amounts to a tax on consumers of electricity from nuclear power
plants.

The fee was established to provide adequate funding-on a life cycle cost basis-to
-pay for long-term-stewardshipof used-nuclear-fuelby-the-federagovernmen t t
was intended that the fee would result in more revenue than that needed to defray
program costs in the early years of the DOE program. However, this balance will be
needed in future years to cover program costs as nuclear plants are closed and are
no longer paying fees. The NWF was originally established as an off-budget account,
i.e., revenues and expenditures from the fund were excluded from the budget totals
of the U.S. Government. However, during the late 1980s and early 1990s, the fund
was subject to traditional federal budget controls, including appropriations caps and
pay-as-you-go (PAYGO) rules.

Status: The NWF has a balance of more than $11 billion, and that balance is
growing at a rate of about $1 billion annually. The lack of an effective mechanism
to reconcile NWF fee revenues with annual spending requirements has resulted in
treating the nuclear waste fees as a general revenue tax, rather than a
contractually based user fee, for federal budget purposes. The balance may reach
$15 billion by 2005. These projections, in turn, inflate the government-wide surplus
estimates. At the same time, the current budget baseline projections make no
provision for future spending increases needed for building a permanent repository.
State governors, attorneys general and public utility commissions support changes
in treatment of the fee so that the balance of the fund can be used for the nuclear
waste management program when needed.

Key Issues/Decisions: The budget for the NWF should be restructured to enable
adequate financing for the program to move forward. The NWF has three unique
characteristics that justify modifications of the budgetary treatment:

The purpose of the fund is to finance the provision of services for the disposal
of used nuclear fuel and high-level nuclear waste from federal defense
programs, and the beneficiaries of that service (e.g., electricity consumers)
are required to pay the full cost of that service;
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• The program is entirely financed through a separate fee that was established
by statute for this sole purpose. The fee has no other reason for existence
other than to fund the program; and

* The government's obligation to implement the program for the disposal of
nuclear waste is based not only in statutory requirements but also in
contractual agreements between the DOE and individual electric utilities.

Options:
* Restructure the NWF as a separate revolving fund, subject to Executive Branch and

Congressional controls, but outside the spending caps applicable to annual domestic
discretionary appropriations. The revolving fund re-establishes the business character of
the program and provides a predictable and stable source of funding to meet future
program requirements, without adverse impact to other domestic appropriations.

* Require that annual spending ils be set at least equal to annual receipts, similar to the
budgetary treatment of the Airport/Airway Trust Fund. This would provide adequate
finding over the next several years to move forward with the permanent repository
project (once the site determination process is completed), but may still fall short of
ionger term funding requirements, which will require access to the prior fund balance.

* No change. The funding projections are insufficient for the timely development of a
permanent repository under the current schedule. Establishing a new set of budget caps
will not provide the necessary allowance for funding growth. This leaves the program
>-ulnerable to trade-offs between funding related delays or cuts in other domestic
discretionary programs.

Timing/Milestones: Decisions on the FY2002 budget will be required in early
February 2001. Funding increases to support Yucca Mountain licensing and
program implementation (assuming a favorable outcome of the site determination
process) will be needed beginning in FY2002.
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Nuclear Energy Issues in Electricity Restructuring

Description: To date, 25 states-representing about 70 percent of all electricity consumers-
have restructured their electric power sector. Of the 103 nuclear plants in the United States, 60
are in states that have restructured. The nuclear energy industry has identified a number of
general principles and specific policy proposals that should be reflected in state or federal
restructuring initiatives. These principles and policy proposals serve two objectives: (I)
removing impediments that could place nuclear power plants at a competitive disadvantage; and
(2) ensuring that nuclear operating companies have maximum possible flexibility to reposition
their nuclear generating assets.

The positive outlook for U.S. nuclear power plants in competitive markets is in stark contrast to
speculation several years ago, when industry restructuring at the state level was just beginning
and competitive markets were in their infancy. Many predicted that nuclear power plants would
n Otb-eecononicDwould-bc-sbut down prcmaturelySincethethe-pcifo ane-ofthes
facilities has improved dramatically; the cost of electricity from other sources has increased; and
surplus electric generating capacity in most regions of the country has all but disappeared.
Today, virtually all nuclear power plants arc expected to operate to the end of their 40-year
licenses, and most will renew their licenses for an additional 20 years.

Status: State restructuring initiatives to date generally recognize that the electric power industry
must have a rea.onable opportunity to recover the capital already invested in power plants and
other assets, and the companies' right to continue collection of funds for nuclear plant
decommissioning.

Key Issues/Decisions: Federal restructuring legislation may be appropriate to articulate general
principles that must be followed by the states if they decide to restructure; and to correct specific
inequities or outdated provisions in federal legislation that can only be addressed at the federal
level.

The general principles should include:

O An unequivocal declaration that the transition to competition must honor previous regulatory
commitments related to the return of and return on capital invested in nuclear power plants.

* Because decommissioning of nuclear power plants is judged a public health and safety
imperative by the Nuclear Regulatory Commission, federal legislation should assure
continued recovery of decommissioning funding in such a way that unfunded
decommissioning costs continue to be treated as a regulatory obligation, not subject to
market risks.

* If states or the federal government establish requirements for disclosure and labeling of
electricity supply, such requirements must not discriminate against one source. For example,
nuclear energy should not be adversely discriminated against by requiring disclosure of
nuclear wastes that are controlled in accordance with federal standards to protect public
health and safety. Such waste by-products should not, under any circumstances, be included
in the same category as fugitive emissions of air pollutants, for example.
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The specific policy proposals should include the following actions:

* Update the tax laws governing treatment of decommissioning fimding to reflect the new
competitive business environment (see Issue Paper on Tax Treatment ofDecommissioning
Funds).

* Amend the Atomic Energy Act to change certain outdated provisions by: (1) eliminating the
statutory requrement that the Nuclear Regulatory Commission conduct antitrust reviews; (2)
eliminating the statutory prohibition on foreign ownership of U.S. commercial nuclear
facilities;, (3) providing the NRC discretion to determine the type of hearing required in
licensing proceedings; and (4) granting the NRC authority over former licensees with respect
to decommissioning funding. The NRC supports these changes to the Atomic Energy Act

Options:
* Incorporate the general princples and specific policy proposals in any comprehensive

rstructuring legislation.
* Pursue necessary changes to the Atomic Energy Act independently of restructuring

legislation. These changes update the Atomic Energy Act to reflect current business and
regulatory realities, and improve the NRC's ability to conduct its affairs efficiently.

* Pursue the necessary updates to tax treatment of decommissioning funds separately from
federal restructuring legislation. These changes are necessary in light of state restructuring
initiatives already accomplished_

* Do nothing. Rely on state restructuring initiatives to responsibly manage national policy
issues, such as stranded cost recovery, decommissioning and labeling/disclosure. States
invariably will pursue different options, which would not address differing regional and state
approaches.
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Environmental Benefits of Nuclear Energy

Description: Emission-free electric generation technologies, including nuclear power plants, are
not currently recognized as compliance options under the Clean Air Act The Clean Air Act
recognizes only reductions from sources of pollution, and provides no credit to technologies that
avoid emissions, although the compliance burden and costs imposed on polluting sources would
be significantly higher in the absence of emission-free generation. Nuclear power plants
represent nearly 70 percent of the emission-free electricity generation in the United States.

U.S. nuclear power plants are also the single largest factor in the federal government's voluntary
program to reduce carbon dioxide emissions, established under Section 1605(b) of the 1992
Energy Policy Act Improved efficiency at U.S. nuclear power plants accounted for 47 percent
of the carbon reductions achieved under that program. Higher output from nuclear power plants,
and new nuclear plants, are essential if the United States hopes to minimize the economic impact

_asciatd with international efforts to mitiate carbon emissions.

If fossil fuels had been used to produce the electricity generated by nuclear power, U.S. carbon
emissions in 1999 would have been higher by 167 million tons. For perspective: without
existing nuclear capacity, the emissions reduction contemplated by the Kyoto Protocol would
increase by more than 50 percent.

Status: Currently, emission-free technologies are not part of the environmental regime for
emissions trading. As lawmakers develop public policy on air quality, they should recognize that
a ton of pollution avoided is as valuable as a ton reduced. The challenge for Congress is to
develop public policy that will fully recognize and reward technologies that avoid the production
of greenhouse gases and other air pollutants in tandem with efforts to reduce emissions from
existing and future sources. Effectively crafting tax or other economic policies that encourage
the use of low- or non-emitting technologies can produce such an outcome.

Key Issues/Decisions: In the context of clean air compliance, the major issue for nuclear energy
is defining viable techniques to recognize the clean air compliance value of emission-free
electric generation. This issuo-capturing the economic value of cmission-free generation-is
particularly important as the U.S. electricity industry is restructured and the regulated, cost-of-
service structure gives way to a competitive market An emission-free technology's contribution
to clean air compliance is an environmental service that has value in the competitive
marketplace- That value must be recognized and priced separately, and Congress must establish
policies to provide monetary credit for emissions avoidance in energy and environmental policy.

Options:

The Department of Energy and the Enviromnental Protection Agency, working
cooperatively, should identify one or more mechanisms to compensate nuclear power plants
for the environmental service they perform when they increase their output above a specified
baseline by uprating plant capacity, or for the "new" electric generation realized if a
company renews a nuclear power plant license to operate beyond the initial 40-year license
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term.

Allowing nuclear power plants to participate in the clean air compliance regime would
provide an incentive to nuclear generating companies to increase output fiom nuclear power
plants, and to renew their operating licenses. This approach would also afford polluting
sources additional flexibility, by providing an additional source of "offset that would
reduce their compliance burden and costs.

Doing nothing would unecessarily advantage selected fuel sources. Other electricity
providers may not move toward cleaner electricity sources, and jeopardize the nation's
ability to meet long-term air quality goals.
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Federal Policy on Radiation Protection Standards

Description: The lack of a uniform federal policy on radiation protection standards creates
significant problems for the Department of Energy (DOE) in carrying out several major
programs. Such problems include inefficient, conflicting, and duplicative regulation that
involves compliance costs that could exceed hundreds of billions of dollars and extend for
decades into the future -without a demonstrated commensurate benefit to protecting health and
safety.

Status: The status of three programs impacted include the following:

* Cleanup and Decommissioning of Nuclear Defense Facilities: The DOE has delayed issuanceof its radiation standards for site cleanup due to disagreement with the Environmental
Prolection Agncy (EPA)ovcrthe-fonnandubstaaceof he stand he sou ofthis
disagreement arises primarily from overlapping authorities assigned to the agencies by the
Atomic Energy Act and a number of environmental protection statutes. The Nuclear
Regulatory Commission (NRC) has a similar conflict with the EPA, although the NRC hasgone forward with issuance and implementation of its radiation standards -which are
-ssentially the same as those proposed by the DOE. DOE spent about $52 billion for cleanup
from FY 1989 through FY 1999. Projected funding for FY2000 through FY 2070 ranges
from $151 to $195 billion (in 1999 dollars).

Disposal of Used Nuclear Fuel: The DOE is awaiting radiation protection standards forlicensing a proposed deep geologic repository for used reactor fuel and high-level radioactivewaste at Yucca Mountain, Nev. Under the Nuclear Waste Policy Act, as amended, thestandards are to be issued by the EPA "based upon and consistent with the findings andrecommendations of the National Academy of Sciences (NASY' and implemented in NRC
regulations for licensing the repository. Instead, the EPA has proposed standards that do notconfirm with the NAS recommendations, arc not based on sound science, and will have theeffect of substantially increasing the cost and duration of the repository licensing process,
possibly to the extent of making the project infeasible, or even impossible to license. TheNRC already has proposed standards that are consistent with the NAS recommendations, arebased on the best available science, and are practicable for licensing of the repository.
According to DOE estimates, lifecycle funding for the repository could exceed $55 billion,based on using NRC standards. The implications of complying with EPA's proposed
standards are expected to drive repository costs much higher, and without any measurable
improvement in public health and safety.

* Materials Release: DOE must ensure that the removal, or "release," of solid materialswithout restrictions from its facilities is fuly protective of public health and safety. The
process of material release is especially important to support ongoing cleanup activities. Pastactivities have undermined public confidence in the controls imposed by the department
Absent public confidence, DOE cannot complete its missions in a cost-effective way. In

'GAO/RCED-00-152. 'Radiation Standards: Scientific Basis Inconclusive, and EPA and NRCDisagreement Continues' (June 2000).
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October, DOE proposed a new policy for controlling the release of scrap metal The new
policy establishes dual standards and is inconsistent with the approach under development by
the International Atomic Energy Agency (IAEA) and the European Union (EU). This latter
issue is important due to international commerce considerations.

Key Issues/Deisions: Federal radiation protection policy should protect public health and
safety, make the best use ofpublic funding and resources and help build public trust and
confidcnce in federal decisions and programs. The policy should produce radiation standards
that are based on the best available science, are uniform, and are applied consistently across
federal programs. Duplicative and conflicting regulation by federal agencies should be avoided.

Options:

* Pursue legislative reform to eliminate overlapping and conflicting authoritiesand
responsibilities between federal agencies for radiation protection.

* Initiate actions to produce uniform federal radiation protection standards.

* Reach agreement with EPA regarding DOE issuance of the department's standards for site
cleanup that are consistent with those issued previously by the NRC.

* Encourage EPA to issue radiation standards for licensing a proposed repository at Yucca
Mountain that arc science-based and consistent with NAS recommendations.

* Collaborate with the NRC and IAEA to ensure that material release standards used by DOE
are based on the best available science and consistently applied.

Take no action. Continued dual regulation and confusion over radiation protection standards
could cause needless expenditures of billions of taxpayers dollars and potentially put public
health and protection at risk.
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Nuclear Fuel Cycle

Description: There is a near-tenm need to focus administration and Congress on strengthening
the nation's nuclear fuel supply. Prior government policies, including the disposition of uranium
from the historic non-proliferation agreement with the Russian Federation and uranium
inventories that were transferred from DOE to the United States Enrichment Corporation
(USEC) upon its privatization, created a great deal of uncertainty in commercial nuclear fucl
markets National secunity and energy policy should flly support the U.S.-Russian highly
enriched uranium (HEU) agreement, foster the reliability of nuclear fuel supply, and encourage
the research, development and deployment of advanced uranium enrichment technology within
the next five years

Status: Some U.S. uranium producers (primarily in Wyoming and Texas), the sole U.S.-based
uranium converter (Illinois) and the sole U.S. uranium enricher (with facilities in Ohio and
Kentucky) have worked with Congress and the administration regarding their particular business
challenges. Congressional hearings were held during 2000 on the impact of privatization on the
fuel markets and on the issues surrounding USEC's role as the government's agent in the U.S.-
Russian HEU agreement.

The report accompanying the FY 2001 Energy and Water Development Appropriations Act
directs DOE to report to Congress by Dec. 31, 2000 on how it will: ensure that current
congressionally directed actions regarding the fuel industry are being met; ensure that U.S.
conversion capability is not lost; and propose additional recommendations supporting the
uranium, conversion and enrichment industries, including new technology development.

On June 21, USEC announced that it would cease uranium enrichment operations at the Piketon,
Ohio gaseous diffusion enrichment plant beginning in June 2001. This announcement generated
concern from unions and others concerned about the impact on workers and energy policy. On
Oct 4, 2000, President-Elect Bush wrote to Ohio Gov. Bob Tafl expressing his concern
regarding the Piketon plant closure. He wrote that it "would compromise our long-term national
security interest in a continued safe supply of enriched uranium for our defense and energy
needs." Bush committed to: "aggressively explore" how Piketon workers and facilities can serve
our national interest; pursue research and development of new uranium enrichment technologies;
ensure that congressionally committed resources for decontamination and decommissioning will
be available in a timely manner; and direct DOE to explore other new research opportunities for
Piketon. On Oct 6,2000, DOE announced a program to put the plant on stand-by and build an
advanced enrichment technology demonstration plant in Piketon. The Clinton administration
plan would also accelerate certain plant cleanup activities.

Key Issues/Decisions:

* The U.S. government should support the U.S.-Russian HEU agreement.
* The federal government should move forward with a research arrangement that promotes the

timely commercial deployment of advanced enrichment technology in the United States.
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* The federal governmcnt should consider steps it can take to foster U.S. nuclear fuel
production.

Options:

* Assure that the US-Russian HEU agreement remains viable for the remaining 13 years of its
initial 20-year term. Look to additional opportunities to support non-proliferation objectives.

* Support research, development and deployment of advanced enrichment technology in the
United States in the next five years by leveraging government and private resources.

* Do nothing. This option may lead to collapse of the U.S.-Russian HEU agreeenct and loss
of its important non-proliferation benefits, increased risk and volatility in uranium,
conversion and enrichment supply, and loss of U.S. capability in commercial and defense
uranium enrichment production.

Timing/Mlestones:

* DOE is expected to send a report to Congress on Dec. 31, 2000 regarding its proposals for
the uranium, conversion and enrichment industries.

* USEC is scheduled to cease operations at Piketon, Ohio plant in June 2001.
* New contract for delivery of former weapons material under U.S.-Russian HEU agreement

must be in place by end of 2001.
* USEC, Inc. and DOE will complete the first year of a cooperative research and development

agreement (CRADA) on design of key components, refurbishment of specific facilities and
future deployment plan. Future funding and management decisions must be made in 2001.
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Non-proliferation and Nuclear Energy

Description: The end of the cold war and the lessening of East-West politico-military
tensions present an opportunity to dispose of the thousands of nuclear weapons deemed
excess by both superpowers. As the Russian economy continues to struggle, concerns
increase that Soviet-era controls over weapons and fissile material may dissolve for lack of
funding. This raises concerns regarding international terrorism, or the prospect that
weapons could be sold on the black market for use by rogue states wishing to gain leverage
in age-old regional rivalries. Civilian nuclear energy programs-under the continued
political and technological leadership of the United States-are essential resources in
containing the proliferation of nuclear weapons.

Status: Two vital programs exist to reduce stockpiles of weapons-grade uranium and
plutonium. In 1993 the United States and Russia signed a 20-year agreement that calls on
Russia to dilute 500 metric tons of highly enriched uranium (HEU) from dismantled
nuclear weapons into low enriched uranium (LEU) for use as civilian reactor fuel To date
shipments to the U.S. from blended-down weapons material represents the equivalent of
4,000 nuclear warheads.

Efforts to dispose of surplus weapons plutonium are also at band. In June 2000, the US.
and Russia agreed to dispose of a combined 68 metric tons of weapons-grade plutonium.
Both countries will use the material as civilian reactor fuel called the Mixed Oxide (MOX)
program, with the balanced slated for immobilization and geologic disposal Concerns over
bow to finance a Russian MOX facility capable of turning the plutonium into civilian fuel
prompted G-8 leaders to promise to devise multilateral financing mechanisms in time for
next year's meeting in Genoa. The U.S. Congress committed $200 million in each of the past
two legislative sessions for this effort. Moreover, legislation introduced this year by Sen.
Pete Domenici (R-N-M.) provides financial incentives to place increasing quantities of
Russian weapons derived fissile material under international safeguards. The bill makes
certain international loans contingent upon further sequestering of fissile material under
lAEA supervision.

Key Issues:

Continue U.S. leadership in devising, implementing and negotiating these agreements.
These 'swords into plowshares efforts improve national and energy security, and help
lessen the likelibood of terrorism with nuclear weapons.

* Expedite plutonium disposition efforts in Russia. At current levels, it is estimated that
it will take 17 years for Russia to dispose of its plutonium inventory.

* Commit additional R&D funds to proliferation-resistant advanced reactors, and
proliferation-resistant fuel.

Options:
* Support the U.S.-Russian HEU agreement and continue funding national and

international MOX efforts.
* Strengthen existing HEU and plutonium programs through enhanced commercial

opportunity. Efforts to build MOX fuel fabrication facilities in the U.S. and Russia
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should receive continued and enhanced support Commercial reactors, nationally and
internationally, should be encouraged to use MOX fuel
If deemed scientificlly safe, the government should expedite the proposed used fuel
repository at Yucca Mountain as a way of centralizing the storage of used reactor fuel in
the United States.

Timing/Milestones

The 2001 G-8 meeting is scheduled to be held in Genoa, Italy to develop international
financing options for Russian MOX fuel program.
A new contract for delivery of former weapons material under the U.S.-Russian HEU
agreement must be in place by the end of 2001.
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Disposal of Low-Level. Radioactive Waste

Description: Many beneficial activities use radioactive materials and produce low-level
radioactive waste. These activities include electricity generation, biomedical and pharmaceutical
research, manufacturing, and diagnosis and treatment of disease. Low-level waste (LLW)
includes items like gloves and other protective clothing, glass and plastic laboratory supplies,
machine parts and tools, water purification filters and resins, and medical syringes that have
come in contact with radioactive materials. It does not include used fuel from nuclear power
plants.

The Low-Level Radioactive Waste Policy Act (LLWPA) of 1980 requires every state to provide
a disposal facility-either alone or in cooperation with other states. The law encourages the
formation of regional interstate compacts for LLW disposal In 1985, because no compacts had
yet been ratified or sites selected, Congress amended the law to create deadlines for compliance
and penalties for failure to meet the deadlines. In September 1999, a General Accounting Office
(GAO) report concluded that after spending a total of S600 million over 18 years, the states
failed to develop new disposal facilities.

Status: There are limited LLW disposal options, principally at disposal facilities that existed
prior to the LLWPA but have compact-imposed disposal limitations. The Hanford, Wash.,
facility accepts LLW only from companies in the Northwest and Rocky Mountain Compacts.
The Bamwell, S.C. facility will accept LLW from outside the Atlantic Compact on a diminishing
volume schedule for the next eight years A private company, Envirocare of Utah, is licensed to
accept the lowest class of LLW. Waste generators - power plants, hospitals, biomedial research
labs, manufacturers and others - have responded to uncertainty surrounding future disposal
access and cost by reducing the volume of LLW generated by 90 percent since 1980.

Key Issues/Decisions: The regional approach to developing new LLW disposal facilities is
problematic. At its core, the LLWPA perturbs the free market system, which results in
disincentives to progress. Fortunately, sufficient flexibility is contained within the LLWPA to
allow market-based solutions, such as Envirocare of Utah. However, future reliance on a single
LLW disposal facility is a major concern to many. With a single facility, waste generators are
vulnerable and are not assured of uninterrupted access to cost effective LLW disposal.

Options:

* Direct the Department of Energy to privatize the operation of its LLW disposal sites. The
Nuclear Regulatory Commission would be directed to regulate these facilities. Commercial
LLW would be accepted at these facilities once externaly regulated. (These facilities have
sufficient capacity to accept all DOE LLW projected for the next 70 years.)

* Repeal the LLWPA to remove competitive barriers to the development of new disposal
facilities Absent concrete incentives, the Northwest, Rocky Mountain and Atlantic Compact
states may resist congressional action to limit the rights conveyed by the LLWPA

* No change. Allow the LLW disposal market to adjust to changing conditions and hope that
the LLWPA provides sufficient flexibility to allow market-based and compact-driven
solutions to coexist. The limited LLW market may not support this fragmented approach.
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This would also jeopardize beneficial activities that generate LLW as a necessary by-product
- biomedical research into cures for deadly diseases, pharmaceutical manufacturing and other
scientific enlerprss.

Timing/Mlestones: Envirocar of Utah has applied for a license to expand the classes of
LLW it may accept The draft safety analysis report is under development, and it should be
released for public comment early in 2001. Utah law also requires approval by the governor
and the legislature. If this application is rejected for technical or political reasons, access to
LLW disposal for most of the nation's commercial LLW will progressively be diminished
over the next eight years.
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Department of Energy
Office of Nuclear Energy, Science and Technology Upgrade

Description: The Director, Office of Nuclear Energy, Science and Technology was downgraded
by the Clinton Administration shortly after their arrival from assistant secretary to a non-career
appointment (NA), Pay Plan ES. This action sent a strong signal regarding their attitudes toward
this technology.

Nuclear power is the second largest source of electricity in the United States and provides 20
percent of our total electricity needs. It is a major contributor to meeting clean air goals and is,
in fact, the largest source of non-emitting electricity generation.

This position has responsibility over a wide range of key policy areas affecting this important
part of our national energy program. New research and development programs administered by
this office will have a profound influence on near-term decisions regarding new generation
investments necessary to support our growing economy. Gcneration IV nuclear plant
development along with upgrades of existing advanced designs, as well as Nuclear Energy
Research Initiative (NERI) and Nuclear Plant Optimization (NEPO) programs, are important and
growing programs under direction of this office.

Key Issue: Nuclear energy should not be treated differently than other generating sources, such
as fossil and renewables, which are headed at the assistant secretary level. An assistant secretary
should lead each of these important divisions.

Options:
* Change Director, Office of Nuclear Energy to Assistant Secretary level, Presidential

appointment with Senate confirmation, Pay plan EX, Grade IV. This places nuclear on the
rame level with other fuel sources as it was in the Bush Administration.

No change. This sends a signal that nuclear energy is less important than other generating
sOl ces.
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A Responsible Energy Policy for the 21t Century

Executive Summary

This repo offers a responsibe approach to meeting America's energy rquirments. In contrast
to recent cnergy pronoumnc nts by the Bush adminisation, the path outlined here addresses
America's need for enrgy in a way that is economically reasonable, equitable and
environmentally sound And it is balanced, recognizing the need to extract resources, while
proposing a range of envionmentally preferred ways to increase supply and ncrgy-efficiency
impovements that could substantially reduce the demand for energy without forcing Americans
or American industry to make sacrifices.

The crnerstone of NRDC's (Natural Resources Defense Council) plan is inreased energy
efficiency, relying not on pie-in-the-sky, undeveloped technologies, but on already available and
cost-ffective processes and technologies. ID the short-term, the plan calls for increased reliance
on natural gas as a bridge to renewable and environmntally sound cnergy sources in the future.
Corrspondingly, the plan calls for reducing U.S. reliance on dirtier fossil fuels - oil and coal.
And the plan addresses the urgent needs of low-income households for affordable energy
asrviccs.

In sharp contrast to NRDC's common sense approach is the Bush administration's controversial
enegy initiative. Among other things, it calls for opening the Arctic National Wildlife Refuge
coastal plain to oil drilling and development, and for rolling back environental safeguards to
pave the way for more fossil fuel development. Already the plan has come under severe criticism
Tor the irreparable harm it world cause pristine areas of the wildlife refuge. Tat criticism is
cntirely accurate. But there is another fundamental reason to reject the proposal: h is completely
unresponsive to the problems it purports to address. It would make virtually no difference to
America's energy supply in the short- or long-term, it would have no impact on energy prices,
*and it would have no practical effect on America's dependence on foreign sources of oil.

Responsible Oil Policy: Fuel Efficiency,
Not Foolish Development of the Arctic National Wildlife Refuge
Key recommendations:

* Provide tax credits to individuals who buy clean and efficient advanced-technology vehicles
employing hybrid gasoline-electric drive.

* Raise fuel economy standards for new can, sport utility vehicles (SUVs) and other light
trucks to an average of 39 miles per gallon over the next decade.

* Require replacement tires to be as fuel-efficient as the original tires on new vehicles.

* Expand progran to weatherize low-income Americans' housing and help pay their energy
bills.

* Provide incentives for smart-growth developmcnt patters that reduce sprawl.

* Do not drill the Arctic National Wildlife Refuge.

I
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* Do not drill in sensitive offshore areas, including moratorium areas, Alaska, and the eastern
Gulf of Mexico.

* Maintain existing protections for sensitive onshore public lands and extend protection to
oter special pces.

The reality that proponents of drilling in the Arctic National Wildlife Refuge refuse to
acknowledge is that the United States cannot drill its way out of its energy problem America has
5 percent of the wold's population but consumes nearly a quarter of the world's oil supply. h
already has extacted the majority of its available oil. The obvious conclusion is that the United
States can have a much greater impact on oil prices worldwide and can do more to help ensure its
own econoic security by cutting its demand

ndeed, fuel efficiency improvemnts can deliver more oil, moar quickly and more cheaply than
the Artic Refuge. For example, simply upgrading the quality of rplacement tirs to match that
of tires that come as standard equipment on new car would save 5.4 billion barrels of oil over
the next SO years - 0 percent mo than the total amount of oil that would likely be pumped
from the Arctic Refuge over the same time period. Updating fuel efficiency standards to reflect
lie capabilities of modern technology would produce even greater savings. Increasing fuel
efficiency standards for new vehicles to an average of 39 miles per gallon over the next decade
would save 51 billion barrels of oil over the next 50 years - more than 15 times the likely yield
from the Arctic Reuge.

Drilling the Arctic Refuge is Unresponsive to America's Energy Needs
The case for drilling the Arctic National Wildlife Refuge made by the Bush administration and
its supporters on Capitol Hill makes no sense. Proponents wrongly present drilling as a solution
to the current California eneagy crisis. They overstate bow much oil will be pumped They
understate the enviromental cnsequences. In fact, drilling in the Artic Refuge coastal plain
would have no bearing on California's current crsis, would cause huge and unnecessary
environmental damage, would do nothing to address America's long-term need for greater energy
efficiency, would not affect the price of gasoline at the pump, and would not significantly reduce
U.S. dependence on foreign oiL

The available oil from the Arcti National Widlife Refuge is a drop in the bucket of
America's energy eeds. The best U.S. Geological Survey estimate is that less than a six-month
supply of oil could be economically recovered from the Arctic Refuge (about 32 billion banrrels
spread out over a 50-year period), and that it would take at least 10 years of exploration, drilling
and pipeline construction before the oil would reach refineries. In its peak year of production -
2027 - the Arctic Refuge would yield less than 2 percent ofprojected U.S. consumption in that
year.

Proponents overstte bow much oil would be extracted from the Refuge Proponents of
drilling maintain that as much as 16 billion bamls of oil would be pumped from the Arctic
Refuge. The claim is a gross exaggration that ignores the US. Geological Survey's conclusion
that about 60 percent of the oil in the Arctic Refuge would not be economically feasible to
produce. Even if th were w 16 billion barrels of oil available in the Refuge, more than three
times as much could be saved by raising vehicle fuel economy standards to an average of 39
miles per gallon.
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Drilling in the coastal plain would have no Impact on California's electriity problem or
any other state's dectridty problemL Most U.S. electric power plants do not use oil Less than
I percent of California's electricity is generated by buning oil, and the average for the United
States as a whole is only 3 percent And as noted above, oil from the Refuge would not flow to
refineries for at least a decade.

Drilling in the Arctc National Wildlife Refuge would have no mpact on the price of
energy. The oil market is global, and Refuge oil would expand global oil reserves by just 03
percent - a quantity far too inconsequential to affect prices at the pump or elsewhere.

Drilling in the coastal plain would spoil an rreplaceable natural treasure. America's Arctic
is a fragile wildcrness that would be ruined by o dililling

Responsible Electriclty Policy:
Clean Air, Energy Efficiency, Conversion to Renewables
Key recomnmndations:

* Establish a national "system benefits" fund to promote energy efficiency, support research
and developmnt, and maintain muiversal service.

+ Establish a federal "portfolio standard" to ensure that renewable energy steadily increases its
market share at minimum cost

* Extend the renewable energy production tax credit which encourages greater reliance on
emerging renewable energy sources.

* Provide tax incentives for advanced energy-efficient buildings and appliances.

Strengthen cnergy-efficicncy standards for appliances and buildings.

* Establish comprehensive limits on air pollution from power plants covering emissions of
carbon, nitrogen, sulfur and mercury.

* Require full disclosure to customers about the sources and environmental impact of their
electricity.

* Rject ew subsidies for so-called "clean coal" technology and nuclear power, and eliminate
existing subsidies

Another form of energy in the news today is electricity. As Californians suffer through an
unprecedented electricity crunc, politicians a continent away are beginning to debate the causes
of- and solutions to - the shortfall

Contrary to suggestions from the White House, the California crisis is not a function of pollution
regulation, and it will not be solved by drilling in the Artic National Wildlife Refuge. The real
reasons for the crisis include a market stucture hat failed to nsure long-trm supplies as a
hedge against volatile spot market prices, rapid coRmsmtio growth in neighboring states that is
overloading the interstate power grid, cutbacks in electricity ifstructur investment thrughout
the West, and reduced hydropower generation due to low rainfall. As if all of that were not
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enough, investigations continue of alegd anti-competitive practices by power generator

Also contributing to the crisis is a contraction in available natural gas supplies, leading to higher
costs (almost oe-third of California's electricity is generated with natural gas). Again, the
upswing in natural gas prices is partly the result of industry decisions to forego exploration and
cut storage levels after years of low commodity price Another contributor to natural gas price
increases is a short-term reduction in pipeline capacity in the Southwest, due to an explosion last
sunmmer.

California already has acted to reduce its exposure to volatile short-term electricity markets by
providing for a more balanced portfolio of longer-ten purchase contracts. Looking ahead, the
fastest, cheapest and cleanest response to the electricity crisis is to take advantage of tbe state's
many immediate opportunities to ranp up its energy-efficiency and renewable-energy
investments. Tb se measures already are contibuting more than 15,000 megawatts to the
Western power grid, which have never needed them more. And the California Energy
Conmission has just issued emergency upgrades for efficiency standards governing all new
buildings, which will yield the equivalent of two giant coal-fired power plants (1,000 megawatts)
n the next five years. Also, last September, the Legislature and Gov. Gny Davis created a 10-

/ear, $5.5 billion investment fund for energy eficiency and other sustainable energy
technologies. The current California legislative session should help the state do more, starting
with a large additional energy-efficiency and renewable energy investment from California's
budget surplus.

California also needs more highly efficient natural-gas-fire power plants. NRDC and other
environmental groups support the ongoing additions of such plants, which have had no difficulty
meeting California's siting requirements. Since April 1999, nine plants totaling nearly 6,300
-negawats have received siting approval. Six are under construction, and at least three arc
expected to be on-line by the end of this year (2,368 megawatts). At least 14 more plants capable
of generating about 7000 megawatts are poised to follow, rebutting claims that environmental
safeguards are somehow preventing additions of generation capacity. The new plants (both
renewable and fossil) are dramatically cleaner than their aging gas- and coal-fired competitors
across the Western power grd. Indeed, the capacity additions anticipated over the next several
years are both clean and large enough to begin improving air quality by displacing those dirtier
competitors during at least some hours of the year.

Nonetheless, President Bush said recently, "If ther's any environmental regulations ...
preventing California from having a 100 percent max output at their plants - as I understand
there may be - then we need to relax those standards." But as reported by the Los Angeles Times
on January 25, Richard Whcatley, spokesman for Houston-based Reliant Energy Co, which
operates four Southern California power plants, said that the assertion that environmental
regulations are holding back output "is absolutely false. We're making every megawatt available
on request. We factor the air quality regulations into our daily operating basis, and they are not
causing us to withhold power." The Tnnes could find only one small, obsolete plant that bad to
suspend operations temporarily to comply with air quality standards, and it accounted for less
than 02 percent of California's peak power needs.

In the long-term, the best path for California is the best path for America: strong clean air
standards, increased reliance on energy-efficiency measures; a shift away from obsolete,
inefficient fossil-fucled plants as a source for electricity, and, eventually, full conversion to
renewable and environmentally sound forms of energy.
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Taken together, these measures will reduce power plant pollution. The electrici-geerating
sector today is the single largest source of the four pollutants responsible for the most serious
local, regional, national, and global air pollution problem we face. These "four horsemn " of
power plant pollution are: sulfur dioxide (causing acid rain and producing fie particles),
nitrogen oxides (causing ozone smog), mcrcury (a ncurtoxin) and carbon dioxide (causing
global wanning). Policies to linit air pollution ar balkniz and are based on outdated
assumpons, resulting in excessive cmissions and distorted lectricity markts.

As a result, support is growing for integrated requirments to reduce the four barsemen. A major
benefit of an integrated pollution cleanup approach is that it would provide a clear road map for
business in planning long-tcnn investments.

Large pollution reductions can be achieved at reasonable cost while meeting America's
electricity needs by maximizing energy efficiency and reliance on renewable energy
technologies Market barriers have inhibited the widespread deployment of enviromnm tally
prefrred electricity demand and supply options. Two of the most effective and market-
compatble public policies to address this problem are "public goods" or "system benefits" funds,
and renewables portfolio standards.

A public goods or system benefits charge - a small surcharge on customers' electricity bills - can
help fund cost-effective, long-term investments in energy efficiency, low-income services and
renewable energy resources. At least 20 states have some form of system benefits charge.

Xcncwablcs portfolio standards encourage greater diversity of energy resources, enhancing
reliability, by requiring that electricity providers include a rnnimumn percentage of renewable
energy resources in the electricity mix they deliver to their customers.

Responsible Natural Gas Policy:
Sensible Extraction, Sensible Pipeline Siting

Key recommendations:

* Provide tax incentives for the construction of energy-efficient buildings and for
manufacturing energy-efficient beating and water-heating equipment.

* Adopt a comprehensive pipeline approach ensuring that pipelines are construced and
operated in an environmentally sensitive manner with strong safety oversight and, whenever
possible, along existing routes.

* Reject plans to construct an offshore pipeline off the Arctic National Wildlife Refuge coastal
plain.

* Plan an Alaska gas pipeline if needed to deliver Pndboe Bay gas to the lower 48 states that
follows the Trans-Alaska Pipeline System and the Alaska-Canadian Highway right-of-ways,
complies with all U.S. and Canadian environmental laws, has a thorough new Environmental
Impact Statement, and incororates the best pipeline safety and environmental measures

* Do not drill in sensitive offshore areas, including the moratorium areas, Alaska and the
eastern Gulf of Mexico.

220

DOE002-0230



* Maintain existing protections f sensitive onshore public lands and extend protection toother special places.

Of the three fossil fiuels that dominate the U.S. energy market, natural gas is by far the cleanestburning fuel. It is, therefore, a key pat of NRDC's energy policy - the bridge to greater relianceon cleaner and renewable foms of energy. Increased energy eficiency in homes and factoriesnot only would lower consumers' energy bills; it would free up large amounts ofnatul gas tohelp meet the needs of new highly efficient combined-cycle (combustion and steam turbie)power plants. Stronger and better-enforced building codes complemented with tax incentives forconstruction of buildings that exceed code requirements therefore would pay a double dividend:lower beating and electric bills, and less pollution.

But natural gas is not sufficiently clean to be considered the long-term answer to Amrica'snery needs. Extracting gas, transporting it to market and burnig it all cause pollution invarious forms.

NRDC recognizes the need for continued exploitation of Amcrica's natural gas resorccs, butbelieves that certain federal lands should be afforded special protection. This applies to existingprotected areas, including roadless national forests and the Rocky Mountain Front Additionalareas that should be protcted include Wyoming's Red Desert, Utah's fabled red rock country,and the area in and around Vermillion Basin in northwest Colorado.

Industry and its champions in Washington sometimes assert that America's public-lands naturalgas resources have been put off lits, but in fact, 95 percent of onshore federal public lands inthe Rocky Mountain region managed by the Bureau of Land Management are open to explorationand production leasing. Similarly nearly 70 percent of the nation's ntapped economicallyrecoverable offshore oil and gas resources are open for these purposes. Oil and gas developmentshould be excluded firom sensitive offshore areas, including existing moratorium areas, Alaska,and the eastern Gulf of Mexico.

Another inmportant natural gas issue involves siting pipelines to carry gas from drling sites tomarket. NRDC believes that pipelines should be constructed and operated in an environmentar ysensitive manner with stong safety measures and oversight and. whenever possible, alongexisting routes. For example, plans to construct an offshore pipeline off the Arctic NationalWildlife Refuge coastal plain should be rejected. Instead, if Prudhoe Bay gas supplies are neededto serve markets in the lower 48 states, any Prudhoe Bay natural gas pipeline should follow theTrans-Alaska Pipeline System and the Alaska-Canadian Highway right-of-ways, undergo athorough new Enviromnetal Impact Statement, comply with all U.S. and Canadianenvironmental laws, and incorporate the best pipeline safety and environmental measures.

Conclusion

Eventually the United States will have no choice but to turn to greater energy efficiency andrenewable sources of power. Demand for fossil fuels surely will overn spply soaer or lateras indeed it already has in the ease of U.S. domestic oil dnilling. Recognition is also growing thatthe air and land can no longer absorb unlimited quantities of waste fromn fossil fuel extraction andcombustion. As that day draws nearer, policymakers will have no realistic alternative but to turnto power sources that today make up a viable but small part of America's energy picture. Andthey will be forced to embracc energy efficiencies - those that arc within our reach today, andthose that will be developed tomorrow. Precisely when they come to grips with that reality - this
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year, 10 ywas fiom now, or 20 yers from now - will determie bow smooth the brasitio will
be for consumrs and industry alike
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A Responsible Energy Policy for the 21 t Century
At the dawn of a new century and the beginning of a new presidency, America finds itself once
again wrestling with a problem that has, off and on, been at the forefront of U.S. politics for
several decades: energy. The United States has 5 percent of the world's population, but consumes
early a quarter of the world's energy supply. We use energy to beat our homes and our

businesses, power our computers and telephone systems, run our automobiles and aircraf, and
rive u manufacturing plants and hospitals. In short, we have constructed an economy and a

way of fife that depends on the ready availability of energy.

Unfortunately, energy is expensive to produce and deliver, and its creation - or more accurately,
its extraction and conversio to useful forms - is the most polluting industrial activity in the
United Sbtes and other advanced countries By the same token, however, energy can be quite
lucrative for those in the business of producing and selling it, and those interests that have long
profited from meeting America's energy needs arc heavily invested in an energy policy that
emphasizes the production ad sale of energy, even at the expense of the nvironmcnt.

That conflict has given rise to two distinct visions of an energy policy for the United States. One
vision focuses chiefly on extracting as much energy as possibl, mostly in fossil fuel form (oil,
coal and natural gas), in hopes that supply can catch up with demand. This is a policy rooted in
19* century corporate behaviors, ignoring the experiences of the 20* century and the imperatives
and opportunities of the 21" century.

The alternative vision, however, calls for encouraging innovation and new technology to meet
*.ur energy needs in an environmentally responsible manner. This vision phasizes efficient use
of energy, and places priority on using energy rsources that are least damaging to our
.nvironment It promotes economic growth and American industrial competitiveness. This
energy path would not force consumer to mae sacrifices. Instead it relies on improved
technologies that will eliminate waste while incrmasing productivity and comfort. This is the
vision of NRDC (Natural Resources Defense Council), and it is one that recognizes the realities
of the 21 "century.

NRDC believes that America's energy policy for the new century must address a number of
important considerations First, energy services' drive US. indusry, sustain Americans' standard
of living, and are critical to national security. U.S. energy policy must continue to provide the
affordable energy services that a healthy economy needs. But energy also imposes heavy costs on
American businesses and consumers - some one-half trillion dollars per year, even before recent
price increascs. Eocr policy must be directed at providing for our needs at the lowest cost, and
at encouraging industrial innovation to keep America competitive with other countries.

Second, U.S. energy policy must do as little harm to the environment as is reasonably possible,
both in the extraction of natural resources used for energy, and in the consumption of that energy.
Some energy resources, most notably those in the Arctic National Wildlife Refuge and sensitive
offshore and onshore public lands, are within the nation's reach, but the environmental cost of
extracting than is steep - too steep in NRDCs judgment. Similarly, the pollution caused by the
burning of fossil fiels mist be mmin;mid

'Eng servXics mcans beating. lighting, mcchanical and other cssential functions that cncrgy in it various
forms helps to sustain.
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hird, U.S. energy policy must recognize geophysical realities. Among these: Energy costsmoney to podce and delivr, and domestic oil resources are usually more costly than inport
Futhermore, domestic oil resorces ae limited, so regardless of what policy choices are made,foeign sours of oil will be'al ast p of the US. nergy supply picture for many year. Also,it is imprtant to cognize thal uncheckd mar t forces often work to create energy price spiksand valleys. As recntly as two yean ago, U.S. energy prducers complained about low pricesfor natral gas and oil, and began cutting back their investments in research and production
That, in urn, helped create the mart circumstancs that have made energy so expensive today.

Thercfore, NRDC believes that US. energy policy must rely on the application of technological
advances already in place and readily vailable as a way to reduce consumption. in the short-term, the United States should reduce its reliance on heavily polluting fossil fuels - oil and coal -and increase reliance on the efficient use of natural gas, as a bridge to a longer-term strategy ofgreater reliance on renewable negy sources and cleaner technologies. Such an approach will
decrease America's reace on foreign sources of nergy in the near- and long-tem, protect theenvionient, provide for America's energy needs, and buffer the economy against sbort-tannswings in the market

Increasing Energy Efficiency
The amount of energy used to accomplish a task - such as beating a home, commuting to work,or lighting a retail store - depends as much or more on technology and investment as onbehavior. Greater investments in efficiency combined with new technologies often can reduce
energy use by 75 percent to 90 percent, while maintaining or even increasing comfort,
convenience and perfonmance. The retur n oinvestment typically exceeds 30 percent to 50
ercent per year.

For example, between 1975 and 2001, a new generation of energy-efficient refrigerators hasreduced their electricity consumption by 75 percent, saving 60,000 megawatts (MW) ofelectrcity and reducing power-plant emision. Constructing power plants to produce this 60,000MW would have cost $50 billion, compared to the refrigerator industry's investment of less than$I billion to produce these more efficient refrigerators. Similar advances have been achievedwith clothes washers, windows, fluorescent ligbting, and beating and air conditioning systems.

Ufortunately, pervasive markt baniers hinder te development, availability and use of encrgyefficient technologies. For example, building developer are concerned almost exclusively withkeeping construction costs low, so they commonly do not install nergy-efficiency technology,
even if the costs of doing so would be qucly recoupd in low nergy bills. Furthemr , vyfew hoie-enragy i saevices are vilaMe, and no rating services whatsoever are available forc mrcial buildings. As a result, energy efficicncy in newly constructed bomes and conmncrcialbuildings tends to meet only the minimm levels required by building codes.

Meanwhile, powerful players in the energy market have very real incentives to prevent theimplementation of energy-fficiency progra Oil companies, for example, have no economicreason to encourage efficiency. After al, the commodity they produce is only profitable if sold,and its price increases when demand increases. It is not surprising therefore, that the Washington

Stve Nadel, American Counci ror Energy-efficent Ecooomy, Summer Sudy on Energy Efficency inBuildings (1998).
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champions of the US. oil industry focus their attention on opening up new areas for oil dilling
while ignoring the long-tenn problem of bow to curb America's voracious appetite for fossil
fuels.

Even so, the United States has had aple experience over the past 30 years in overcoming markt
failures and encouraging energy efficiency. The U.S. Environmental Protection Agency nd
Department of Energy, state govements, foreign govenmens, utilities, non-govermntal
oganizaons and other private sector organiatios al have developed and implemented
effective pnograzm, including both targeted incentives and minimm efficiency standards for
buildings and equipmen These programs have reduced both energy use and costs In fact, the
economic benefits of efficient energy approaches typically outweigh costs by a ratio of at least 2
to I. For example, upgrading the replacement tires used on American automobiles to roll with
less fiction would cost about $20 more than conventional tires for a set of four, but would pay
for themselves in decreased fuel costs over the course of one year, and save an additional $90 in
fuel costs over the 40,000-mile life of the tire.

For simple reasons of supply and demand, high energy use in America leads to high energy
prices. Moreover, much of the energy spent in the United States and around the world is simply
wasted. Nearly every device that consumes energy could perfonm its tasks as well or better with
less energy if it were redesigned with newer technology.

3iven that such technologies are available today, NRDC believes that any comprehensive
approach to energy must focus primarily on solutions that reduce demand The benefits of such
an approach are not just economic. of course. More efficient use of energy also is good for the
environment, both because it means less- or at least slower- extraction of natural resources, and
because reducing fossil fuel combustion means less air pollution.

Readily available opportunities for more efficient energy use abound, beginning in homes and
offices. For eample, seven new standards issued by the Department of Energy since 1997 will
increase the energy efficiency of new clothes washers, central air conditioners, and other major
appliances. These updated encrgy-efficiency standards provide a cost-effective way to save
energy and save consumers money. These standards will eliminate the need to build 120 new
power plants with a total capacity of almost 50,000 megawatts (MW). The standards will result
in net energy savings for the nation of $27 billion dollars through the year 2030, while reducing
global-warming pollution emissions by more than 500 million tons over th same period Yet, as
good as these standards are, they do not come close to exhausting the potential gains. Stronger
energy-efficiency requirements in building codes, combined with better enforcement and tax
incentives to achiev even greater savings than the codes require, could multiply these savings
many fold.

Another example: Between 1975 and the mid-1980s, federal Corporate Average Fuel Economy
(CAFE) standards cut gasoline use by new can in half even as safety performance inrved
steadily. That, in turn, contributed to the drop in world oil prices after 1980. Futher large
reductions in fuel consumption per car are feasible with moden technology and would pay for
themselves. Updating fuel-cficiency standards for new vehicles to an average of 39 miles per
gallon over the next decade (45 miles per gallon for cars and 34 miles per gallon for light tucks)

U.S. Department of Energy, "Energy Dcanrtmen Adopts Air Conditioning and Thrte Other Appliance
Standards To Save Consumer $19 Billion and Help Cut Electiciy Demand. Press Release, January 18,
2001.
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would save 51 billion barrels of oil ovr the next 50 years - mon than 15 times the likely yield
from the Arctic Refuge

Gasoline use also can be reduced by directing real estate development away from urban sprawl
and toward "smart growth" Smart-growth suburbs reduce the need to dive by 30 percent or
more, cutting household expenditures on transportatio' An important incentive for smart
growth is to establish mortgage qualification rules that recognize the increased affordability of
homes that have low transportation costs because they ar located in areas with good access to
public transportation.

Experience dating back to the 1970s has shown the potential for saving large amounts of energy
through efficiency policies, while accelerating economic growth and producing more jobs. The
up-front costs of producing and installing more efficient technologies would be slight by
comparison to the trillion of dollars in savings they would yield. Successful policies include:

* Efficiency standards for appliances, equipment and motor vehicls;

* Economic incentives to install efficient equipment currently available on the market;

* Long-term economic incentives to reward the commercialization of newer technologies;

* Rescarch and development on new technologies and on the market barriers retarding their
development; and

* information and outreach programs to cncourage accelerated investments in cost-effective
energy-efficiency measures.

Legislation to Promote Energy Efficiency and Use of Renewable Energy

Many of the proposals described above already have been translated into proposed legislation.

* Introduced by Sens. Robert Smith (R-N.HL) and Diane Feinstein (D-Calif.), The Energy-
efficient Buildings Incentives Act" (S. 207) would provide tax breaks for building energy-
efficient commercial buildings, schools, rental housing and new homes, cutting their energy
needs by 30 percent to 50 percent. It also would provide tax incentives for the purchase of
energy-efficient air conditioners, eating and cooling systems, and solar water heating and
photovoltaic systems.

* "The Resource Efficient Appliance Incentives Act," introduced in the last Congress by Rep.
Jim Nussle (R-lowa) and Sen. Ciarles Grassley (R-lowa) with the backing of a broad,
bipartisan group of stakeholdrs, would require new federal standards that would
substantially improve the energy efficiency of new rfrigeators and clothes washers, two of
the largest consumes of energy in American households.

Last Congress, Rep. Robert Matsui (D-Calif.) introduced the "Energy-efficiency Technology
Tax Act" (H.R. 2380) to create tax incentives for energy-efficient technology and.
automobiles. The bill sought to spur investment in combined heat and power systems,

David Goldstein, 'Mortgages Can Remove the Incentive for Sprawl, Eartuword: Te Journal of
Environmental and Social Responsibility, Issue #4.
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geothemal power, solar hot water beate, hybrid and electric vehicles renewable fuels, and
other energy-fficient technologies. An nportant shbotcoming of the bill was that the
proposed tax credit for hybrid vehicles was based only on te se of certain technologies and
was not tied to superior mssions and fuel aecomy performance.

A bill recently introduced by Sen. ff Bingaman (D-NM.) S. 72, would cut the energy use
of the nation's biggst constmar the federal goveinnent The bill would rauthorize and
expad the authority of federal agency manages to contract with private companies to install
and retrofil federal facilities with nrgy-efficient and cost-efective technology and
equipment

Conversely, Rep. Joe Knollenbeg (R-Mick) has introduced legislation to block important
appliance efficiency standards recently issued by the Department of Enrgy. NRDC vigorously
opposes this and any other effort to impede these critical energy-eficiency asures.
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Oil

Key Recommendations for Oil Policy

* Require replacement tires to be as fuel-cflcient as the original tires on new vehicles.

* Raise fuel economy standards for new cars, sport utility vehicles (SUVs) and other light
trucks to an average of 39 miles per gallon over the next decade.

* Provide tax credits to individuals who buy clean and efficient advanced technology vehicles
employing hybrid gasoline-electric drive.

* Expand programs to weatherize low-income Americans' housing and help pay their energy
bills.

* Provide incentives for smart-growth development patterns that prevent sprawl, including
mortgage qualification rules that recognize the increased affordability of homes that have
low transportation costs because they are located in areas with access public transportation.

* Do not drill in the Arctic National Wildlife Refuge.

o Do not drill in sensitive offshore areas, including moratorium areas, Alaska, and the eastern
Gulf of Mexico.

* Maintain existing protections for sensitive onshore public lands and extend protection to
other special places.

Drilling the Arctic Refuge Will Do Much Harm and No Good

Much of the debate over energy legislation in 2001 likely will focus on oil, because the
centerpiece of the Bush campaign's energy package was opening the Arctic National Wildlife
Refuge coastal plain to oil drilling. Proponents of drilling in the Refuge argue that its oil is
needed to meet existing demand They cite the current electricity shortfalls in California as
evidence, and maintain that drilling there would decrease US. dependence on foreign oil and
lower punp prices for gasoline. They also suggest that drilling would be restricted to a small
portion of the Refuge, limiting environmental damage.

In fact, drilling in the Arctic Refuge coastal plain would have no bearing on California's current
crisis, would cause huge and unnecessary environmental damage, would do nothing to address
our long-term need for grate energy efficiency, would not affect the price of gasolin at the
pump, and would not significantly reduce U.S. dependence on foreign oil.

Drilling the Arctic National Wildlife Refuge will not lower gasoline prices The best U.S.
Geological Survey estimate is that less than a six-month supply of oil could be economically
recovered from the Arctic Refuge (about 32 billion barrels, spread out over a 50-year period),
and that it would take at least 10 years before the oil reached refineries.' Claims that opening the.

U.S. Oological Survey, The Oil and Ga. Resource Potential of th Arctic National Widdrl Refuge 1002
Arra. Alasa . USGS Open File Report 98-34 (1999).
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Refuge would meet an immediate need for oil are unsupported by fact.'

Proponents overstate how much oil would be extracted from the Refuge. Proponents ofdrilling maintain that 16 billion barrels of oil would be pumped from the Arctic Refige coastal
plain. The claim is a gross exaggeration, and unfortunately it has been reported in a number ofrecent news stories without qualification. First, the figure refers to the U.S. Geological Survey'smost optimistic prediction ofreserves in the coastal plain and its surrounding area, includingunder the Beaufort Sea. In fact, the USGS calculated only a 5 percent chance that 16 billionbarrels of oil are in the coastal plain and its surrounding ara. Second, only a portion of that oilcould be recovered ecownmically. The 16 billion-barrel figure relies on an estimate of what theUSGS calls "technically recoverable" reserves - the "volume of petroleum representing thatproportion of assessed inplac resources that may be recoverable using current recoverytechnology without regard to cost " (emphasis adde).' Drilling proponents are not taking intoaccount the costs of oil exploration and production, including seismic surveys; transporting,
erecting and operating drilling equipment; constructing and operating necessary pipelines; andconstructing and maintaining ancillary exploration and production support facilities. All of thosefactors would drive up the cost of extracting the oil, making most of it too expensive to produce,even if it can be found in the quantities predicted.' Even if there were 16 billion barres of oilavailable in the Refuge, more than three times as much could be saved by raising vehicle fueleconomy standards to an average of 39 miles per gallon.

The available oU from the Arctic Wildlife Refuge is a drop in the bucket of America's
energy needs. The 32 billion barrels that the USGS estimates would be economically
recoverable from the Arctic Refuge is less tan halfa year's supply of oil for the United States,even at current rates of consumption.' Over the projected 50-year life of the oil field, the Refugewould contnibute less than I percent of the oil Americans will consume. Production of oil therewould peak in 2027 at 150 million barrels a year, providing less than 2 percent of projected U.S.consumption (se Figure 1).

Drilling in the coastal plain will have no impact on electricity problems in California or Inany other state. U.S. electric power plants do not rely on oil. Less than 1 percent of California'selectricity is generated by burning oil, and the nation-wide average is only 3 prcent" And asnoted above, oil from the Refuge would not flow to refineries for at least a decade (see Figure 2).

Drilling in the coastal plain would spoil an irreplaceable natural treasure. America's arctic

' f Amerca opened the Rcfuge to drlling tomorrow, approximately 10 years ould pas before tb first oilfrom that ron lowed tough the Trans Alask Pipeline System (TAPS), is loaded into ankers ad tbdeivered to West Coast refinmaic It would take approxinately 15 more years before tbe region rcacbedmaximun production levels.
US Geological Swvey. 7 Oil ad Gas Resorce Potential of the Arc c National Wildlife Rcflge 1002Arr, Alaslk USGS Open File Report 98-34 (1999).

'be US Geogical Survey best estimate ofthe economically recoverable potential of the Arctic Refuge is3 billion barre at a price of S20 per bael in 1996 dollars. Adjusting for inflation since then andaccounting for the fact tbat Arcti oil sel s for 22.50 to S6.00 less per barrel th a West Texas Intennediate,the benchbma for the world oil price, implies that the 31 billion barrel figure corresponds to a world oilptice of at least 25 per barrel in today's dollas.
US Geologicl Survey. The Oil and Gas Resorre Potential ofthreArcri c National Wilifj e ReJge 1002

Arm. Alaska USGS Open File Report 98-34 (1999).
Energy fo ion Administrtion, Elecric Poer Ann ual 1999: olume I DOE/EIA-0343(99y)(August 2000).
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is an exceedingly fragile wilderness area that has been irrevocably altered by the heavy industry
that now dominates the landscape. Oil operations in Alaska's Pudhoe Bay emil tons of nitrogenoxides, which contribute to smog and acid rain Tese same oil facilities release tons of methane,
a potent greehouse gas" that contributs to global warming. Oil field activities also produce
large amounts of sewage shdge, scrap metal, garbage, and other waste every year. Spills of oil,drilling mud, and production cbemicals ar routine.

The Arctic Refuge's coastal plain area, the 8 percent of te Refuge where the oil companies wantto drill, is the biological heart of wildlife activity. Oil development there would bave major
adverse impacts on the caribou, polar bear, and more than 180 bird species that now inhabit thearea In addition, while proponents frequently assert that drilling would only affect 2,000 acres",the truth is that those acres would not be contguous. According to the USGS, the oil is located inat least 35 discrete sites spread across the coastal plain, requiring the construction of roads toconnect far-flung drilling sites with Prudboe Bay facilities. Also, oil copanies would have tobuild a new 20-inch pipeline across 135 miles of frozen ground, wildlife habitat and dozens ofrivers.

Renewed calls for opening the Arctic National Wildlife Refuge to oil exploration are generallyaccompanied by claims that the environmental impact would be minimal, yet a review of theimpact of existing oil development in Alaska tells a different story. Once part of the largest intactwilderness area in the United States, Alaska's North Slope now hosts one of the world's largestindustrial complexes. More than 1,500 miles of roads and pipelines and thousands of acres ofindustrial facilities sprawl over hundreds of square miles of once pristine arctic tun-ra. Impactsinclude air pollution, spills and waste.

Greater Efficiency

The cheaper, faster and cleaner alternative to drilling in the Arctic Refuge is a more efficient useof our oil resources. NRDC's analysis found many ways to cut oil consurption:

* Ensring that replacement tires roll as smoothly as original equipment tires would save 5.4billion barrels of oil over the next 50 years, 70 percent more than the total amount of oil that
is likely to be available from the Arctic Refuge over the same time period (see Figure 3).

Most replacement tires now on the market create more friction as they roll than original
equipment tires. The increased friction lowers fuel efficiency. Automakers have an incentive touse low-friction res on new car to help them comply with fuel-economy standards.
Unfortunately, there are no standards or even efficiency labels for replacement tires so most
cosiumen end up purcasing less efficient tires when their original sets wear out. Michelin nowsells a line of replacement tires that are equivalent in fuel efficiency to new tires for SS5 more pertire. Using that price difference as a basis of comparison, the average driver would recoup theadditional expense in fuel savings over the course ofone year, and would save an additional S90over the 40,000-mile life of the tirs.

Eric Piani, Norton Argues for Arctic Drilling,' The YWairgton Post, January 20, 2001, p. A 16. The-S tary of the Interior noiee Gale Norton said, have been told production there would ipact onlyabout 2,000 acres in an e well ovr the size of many of our stts.
n Kntdbh J. Bird USGS, Assessmntl O vew. F Oil end Gas Rcource Potenial ofthe Arctic NarionlW'i lif Refuc O 01 Arcea, Alaka USGS OFR 98-34 (1999).

230
DOE002-0240



* Increasing fuel efficiency standards for new vehicles to 39 miles per gallon over the next
decade would save 51 billion barels ofoil over the next 50 years - more than 15 times the
likely yield from the Arctic Refuge (see Figure 3).

Honda ad Toyota already ar selling hybrid gasolino-clectric vehicls that get more than 50
miles to the gallon, roughly a 50 percent improvement in average fiud economy. Ford has
announced plans to use this hybrid technology to improve the fuel economy of two of its sport
utility vehicle (SUV) models. Automakers should be required to use available technologies to
improve fuel economy for their entire fleets, not just a few models. Such efficiency
improvements would have many benefits, including decreasing demand for oil, and therefore
lowering prices at the pump; decreasing the environmental harm caused during the extraction and
production process; d decreasing the environmental harm from burnig fossil fiuls. In addition
to raising standards, Congress should encourage innovation by providing tax incentives for the
puchase of advanced-technolgy vehicles that are substantially cleaner and more fuel efficient
than aveage.

While'most oil is used for transportation, oil can also be saved by upgrading insulation and
installing more efficient burners in oil-heated homes. Expanding efforts to wcatherize low-
income Americans' homes is a high priority because, in addition to saving oil, they improve
comfort and reduce heating bills for those who can least afford to pay rising energy costs.
Energy-efficiency programs covering all fuels should be tailored to r.eet the special needs of
low-income households." Federal- and state-level investments in such programs and assistance
for paying energy bills must expand significantly now as fuel and electricity prices increase
across the nation.

Refuge Oil Would Not Significantly Reduce U.S. Oil Dependence
Oil is a global commodity whose price is determined primarily by international markets. This
will continue to be true regardless of the level of domestic oil production. In other words, as long
as U.S. oil markets remain open, the price of gasoline in Chicago, Dctroit and Washington will
fluctuate with global oil prices, even if the United States does not import any oil. Therefore,
changes in domestic oil production would only affect oil prices to the extent that they influenced
the global supply-demand balance. Given that the United States produces only about 12 percent
of global petroleum supplies, even major changes in domestic production would have a marginaleffect on global market. Over the long ttm, the U.S. share of global production will inevitably
declinc further. The United States has less than 3 percent ofworld oil reserves, while Gulf state
OPEC members control about two-thirds of proven reservs Opening the coastal plain of the
Arctic National Wildlife Refuge to oil exploration would not appreciably change this situation,
expanding global oil reserves by 0.3 percent.

By contrast, the United States accounts for about 25 percent of world petroleum demand" The
obvious conclusion is that the United States can have a much greater impact on oil prices

" Examples include California's AB 1890 and AB 1002, which provide for tatew ide, needrbased low-
inome energy services funded through a snall surcharg on electricity and naturl gas bills.

Energy Information Administration US Crude Oil. Natural Ga. and Natral Gas Liquid Reserws.
1999 Anmu Report DOE/EIA-0216(99) (Decber 2000).
"Enery Information Administti
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worldwide by cutting American demand than it can by tying to increase American supply.
Indeed, untapped energy efficiency is in great supply, while untapped U.S. oil is increasingly
rare, because most of America's accessible oil resources have already been exploited.

For example, Corporate Average Fuel Econom (CAFE) standards helped double vehicle gas-
mileage efficiency from 1975 through the late 1980s, reducing the impact of high oil prices on
consumers Congress enacted the standards in response to the oil crises of the 1970s, and
srcngthened standards could protect U.S. citizens fin fluctuations in oil prices. Unfortmately,
since 1995, legislative riders attached to transportation funding bils have prohibited the
Departent ofTrnspotation (DOT) fiom even examnmi the need to raise CAFE standard
Because of the riders and the growing markt share of SUVs, the average fuel economy of all
new passenger vehicles is at its lowest point since 1980. Debate over the CAFE rider in
Congress in 2000 led to a compromise that will allow DOT, in conjunction with the National
Academy of Sciences, to study the technical and economic feasibility of raising standards.

Nearly 30 years afer the frst OPEC oil embargo, the United State is still dependent on
petroleum for 97 percent of its transportation energy needs. As a result two-thirds of America's
oil consumption goes to fuel transportation With average effciencis declining for new vehicles,
and a 21 percent increase in miles driven between 1990 and 1998, U.S. dependence on petrolcum
to fuel our transportation needs is i-creasing."

"6U.S. Envirmate i Proection Agcacy. Lighi-Dy Antomotive Technology and Fue Economy Trends-
1975 Trough 2000. EPA420-ROO-O08 (Decamber 2000).
" Energy Infomtion Administrtion.
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Electricity

Key Recommendations for Electricity Polic

* Establish a national -syster benefits" fund to promote energy effcincy, support research
and development, and maintain munivsal service.

* Establish a federal "portfolio standard" to ensure that renewable energy steadily increases its
market share at mininmri cost

Extend the rewable-enrgy-production tax credit, which encourages greater reliance on
emerging renewable energy soures.

* Provide tax incentives for advanced encrgycfflcicnt buildings and appliances.

* Strengthen energy-efficiency standards for appliances and buildings.

* Establish comprehensive limits on air pollution fom power plants covering emissions of
carbon, nitrogen, sulfur and mercury.

* Require full disclosure to customers about the sources and environmental impacts of their
electricity.

* Rcjccl new subsidies for so-called "clean coal" technology and nuclear power, and eliminate
existing subsidies.

The second major fonn of energy that will be much affected by the coming policy debate is
electricity. Electric power is produced in the United States by a variety of means. Chiefamong
tbem is burning coal, which accounts for 51 percent of total generation. Otber significant sources
are nuclear, which provides approximately 20 percent of the nation's electicity, natual gas,
which provides 15 perccnt; and hydroelectric, which provides 8 percent Significantly, oil
provides a negligible share ofelectricity, about 3 percent," one ofmany reasons why drilling the
Arctic National Wildlife Refuge would have no effect on electricity supply now or in the future.

The California Crisis

The coming debate over energy policy will take shape in the shadow ofthe California electricity
crisis. The California crisis has become a political crisis over the price and reliability of energy
throughout the West, producing headline news nationally. The conventional wisdom is that
electricity consumption in California is surging out of control, and "the nterne and a booming
economy arc frequently invoked as explanations. In fact, from 1990-1999 the California
electricity system's peak demand grew less than 2 percent per year- to about 50,000 megawatts
(MW), with 41,000 MW representing total demand on the three large investor-owned systems."

Encrgy Infonation Administrao, Electric Powr Annual 1999: olume I DOE/EA-0348(99Vl
(August 2000).

California Energy Conission, Califrnia Enery Demand: 2000-2010 (Jun 2000) See
blp/www.eneqor.ca-gov for additional infornution
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Total statewide consuptio of electricity increased less than I percent per year from 1990-
1998, less than oe-third the rate of the 1980s.

The fact that the current criss was no created by disproportionate increases in consumpton by
Californians is cold comfort for consumer, particularly those with modest icoms. Already
experinciDg sticker shock over their latest monthly gas bills, coumers woy as elctricity
distribution conpanies demand permission to pass high electricity costs troug to customes.

These distributors are reacting to nprecedented wholesale gas and electric prices. Some
examples:

*Electricity that normally costs 2 cents to 3 cents per kilowatt-hour has sold in recent months
on Western wholesale markets for more than 1.50 per kilowatt-hour the average summer
wholesale price was at least 15 cents per kilowatt-hour, and that figure more than doubled
again in December and January.

* Natural gas prices, which normally range from S2 to $3 per million BTUs, climbed in
January to nearly $10 per million BTUs nationally, with prices peaking above $50 in
Southern California. Natural gas futures on the New York Mercantile Exchange reain
above $5 through March 2002.

No single factor explains these extraordinary, and closely linked, price increases in two of our
most essential commodities. The upswing in natural gas prices most prominently reflects a
prolonged contraction in exploration and storage due to low commodity prices, coupled (in the
Southwest) with reduced pipeline capacity as a result of an explosion last summer." Much
costlier natural gas has, in turn, driven up the operating cost of electric generation High
electricity prices also reflect reduced Northwest hydropower production due to low rainfall, a
generally overstressed power grid, widespread failures to hedge spot-market prices with long-
term contracts, and reduced investment over the past decade in both energy efficiency and
generating capacity throughout the West As if all that were not enough, investigations continue
of alleged anti-competitive practices by many market participants.

Pointing to the gap between runaway wholesale electricity costs and state-frorzn retail electricity
rates, the West's two biggest electricity distribution companies - PG&E and Southern California
Edison - claim losses in excess of $12 billion since May 2000 on unreimbursed wholesale
electricity purchases. (Consumer advocates counter that these losses are in part offset by gains o
power sold in California by generating companies owned by the same parent companies that own
the utilities.) Among other responses, the California Public Utilities Commission temporarily
raised electric rates by about 10 percent overall The financial crisis remains acute and a
continuing focus of public and legislative concern.

California already has acted to reduce its exposure to volatile short-ter elcktricity markets by
providing for a more balanced portolio of longer-term purchase contracts Looking ahead, the
fastest, cheapest and cleanest response to the elecricity crisis is to take advantage of the state's
many immediate opportunities to ramp up its energy-efficiecy and renewable-energy
investments. These measures already are contributing more than 15,000 megawatts to the
Western power grid, which never needed them more. And the California Energy Commission has

California Enegy Commission Staff Report, Calfornia Natural Gas Anolysit and slues P2000-0006
(November 2000).
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just issued emergency upgrades for efficiency standards governing all new buildings, which will
yield the equivalent of two giant coal-fired power plants (1,000 megawatts) in the next five years.
Also, the legislature has created a new 10-year investment fund for sustainable energy
technologics that exceeds S55 billion. The current California legislative session should help the
state do more, starting with a large additional energy-efficiency and renewabe energy investment
from Califonia's budget surplus. California also is epanding its assistance to low-income
households, for whom the recent price increases have been especially painful.

Energy-efficiency and renewable-energy investents have already made significant cotribution
to California's economy and electricity grid. Since 1990, energy-efficiency investments have
reduced statewide electric bills by more than S2.8 billion. As a result, according to the California
Energy Commission, "California continues to lead the nation in maximizing the amount of Gross
State Product produced per unit of energy." The RAND Corporation has pegged per capita
benefits from 20 years of energy-efficiency programs in California at about 1S ,00 per capita,
with cumulative utility investment for such purposes averaging only about $125 per capita. The
RAND study and other independent reviews agree that California still has many untapped and
inexpensive oppounities to get more work out of less clectricity.

Renewable energy also is a critical part of California's energy portfolio, with about one-ninth of
the state's supply now generated from wind, solar, geothermal or biomass resources. Thanks to a
1998 auction for new renewable capacity, more than 500 MW of urgently needed supply are now
being added to the California system, with nearly 100 MW already installed, more than 400 MW
expected by the end of 2001, and at least 900 additional MW available for near-term purchase.
The new capacity has short lead times, with the 50 winning bidders all scheduled to be operating
by summer of 2002.

California also needs more highly efficient natural-gas-fired power plants. NRDC and other
environmental groups support the ongoing additions of such plants, which have had no difficulty
meeting California's siting requirements. Since April 1999, nine plants totaling nearly 6,300
megawatts have received siting approval. Six ar under constuction, and at least three arc
expected Id be on-line by the end of this year (2,368 MW). At least 14 more plants capable of
generating about 7,000 MW are poised to follow, rebutting claims that environmental safeguards
are somehow preventing additions of generation capacity. The new plants (both renewable and
fossil) are dramatically cleaner than their aging gas- and coal-fired competitor across the
Western power grid. Indeed, the capacity additions anticipated over the next several years are
both clean and large enough to begin improving air quality by displacing those dirtier
conpetitors during at least some hours of the year.

Nonetheless, President Bush said recently, "If there's any envirnmental regulations...
preventing California from having a 100 percent max output at their plants - as I understand
there may be - then we need to relax those standards." But as reported by the Los Angeles Times
on January 25, Richard Whcatley, spokesman for Houston-based Reliant Energy Co., which
operates four Southern California power plants, said that the assertion that environmental
regulations are holding back output 'is absolutely false. We're making every megawatt available
on request We factor the air quality regulations into our daily operating basis, and they ar not
causing us to withhold power." The Los Angeles Times summarized its findings as follows:

2 California Energy Commision, The Energy EffiiencyPublic G oodr Charge Report, p. 12 (December
1999); dat on net benefits ar from NRDC, Investments in the Public Intlre (January 2000).
2 RAND, The Public Benefits of Calfornia s Invetments in Energy Effiiency, p. xiv (Macb 2000).
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"California regulations have not short-circuited the amounts of elecicity produced, according topower company representatives. The Times could find only one small, obsolete plant that had tosuspend operations temporaily to comply with air quality standards, and it accounted for lessthan 02 percent of California's peak power needs.

National Electricity Policy
In the long-ern, the best path for Califrnia is the best path for America: strong clean airstandards, increased reliance on energy-efficiency measures, a shift away from fossil fuels as asource for electricity, and, eventually, full conversion to renewable and environmentally soundforms of energy.

Electricity poses two principal long-terms problems for America's energy policy. First, itsprduction today usually involves burning fossil fuels, an inherently polluting process Second,as recent events in California demonstrate, the current structure of the electricity marketplacemakes consumers vulnerable to price spikes and market-drien shortages. President Bush'senergy plan emphasizes extracting fossil fuels to generate electricity, perpetuating bothproblems. The goal of US. klctricity policy should be to minimize the life-cycle costs of thereliable energy services that a healthy economy needs. This means promoting improvedefficiencies of electricity use and substituting renewable resources for fossil fuels, while ensuringthat fossil fuels needed during the transition are extracted and burned as cleanly as possible.

The current approach to meeting America's needs for electric energy services tumecessarilyburdens our health, environment and economy. Current policies do not effectively address theproblems of inefficiency, over-reliance on nonrenewable energy supplies and excessive airpollution. NRDC believes that a comprehensive energy policy for the electricity sector mustinclude explicit, adequate provisions:

* to support and expand existing investments in energy efficiency and other public benefits;

" to accelerate the role played by renewable energy supplies; and

* to reduce air pollution to provide a clean and level playing field for competition.

The electric generating sector is the single largest source of the four pollutants responsible forthe most serious local, regional, national, and global air pollution problems we face: sulfurdioxide, nitrogen oxides, mercury, and carbon dioxide, the dominant greenhouse gas. Electricpower plants release more than two-thirds of total U.S. emissions.of sulfur dioxide, and morethan one-third of each of the other three pollutants. These "four hornern" of air pollution are
responsible for a Pandora's box of health and environmental harm:

* fie partiles that contribute to tens of thousa of ofprrmature deaths in the United Stateseach year,

* smog that plagues our major cities, and causes respiratory attacks in children and seniors:

* acd rain that still damages lakes, streams, forests and monuments;

* regional haze that spoils trips to national parks for millions of visitors annually;

21

236
DOE002-0246



r

* nitrogen emissions that help over-fertilize estuaries, including the Chesapeake Bay, Long
Island Sound, Pamlico Sound and the Gulf of Mexico, leading to dead zones where aquatic
life perishes;

* mercury contaminatlon of lakcs and streams that has prompted 40 states to issue ongoing
advisories about the fish that store this toxin; and

* carbon dioxide-driven climate change that threatens to ceate disruptive weather patlerns
and sea-level rise that human civilization has never before xperienced.

This plague of pollution problems is a product of the "grandfather" loopholes in current federal
law that allow 30-, 40- and 50-year old plants to continue operating without meeting modem
performnce standards. The patchwork of lenient or nonexistent rules at the state and local level
has created pollution havens where grandfathcred plants can engage in domestic environmental
dumping, distorting fair energy markets.

As we move to modernize the electricity market economically, we must accompany it with
modern cnvironmental performance measures. Many states are experimenting with competitive
markets for nergy services. But fair competition is impossible in an environment where air
pollution performance requirements differ vastly among competitors Because all markets are
connected by wires, different pollution standards promote a "survival of the filthiest" market,
where plants that are the dirtiest offer power at the cheapest prices and increase their market
share.

These market distortions do not deliver consumer benefits. The price differences caused by
different pollution requirements are quite small, usually 0.2 to 0.3 cents per kilowatt-hour or less,
but these small differences are enough to give dirtier producers a decisive market advantage in
many areas. The market distortions also discourage investment in new, cleaner, more efficient
generation, and in renewable resources.

Under the current rules, an entrepreneur who seeks financing for a clean, high-efficiency natural
gas plant can point out that it emits no sulfur, no mercury, and much less nitrogen oxides (NO,)
and carbon dioxide (COi) than the competition. But, with the partial exception of sulfur (for
which allowance programs exist under the acid rain law), this superior nvironmental
performance has no economic value in the marketplace. The financier wants to know whether the
plant can be run more cheaply than the competition. If the comptition is a group of
grandfathered coal-fired power plants, the answer often will be "no" and the new plant may not
atract financing.

To address the egregious health, environmental, and economic flaws in the curent air pollution
control prgrams, a number of bills were introduced in the last Congress. Notable examples
include the "Clean Energy Act of 1999" (S. 1369) introduced by Sens. Jim Icffords (R-Vermont)
and Joseph Liebcnnan (D-CoaL), and the "Clean Smokestacks Act" (H-R. 2900) introduced by
Reps. Henry Waxman (D-Calif) and Sherwood Bohlctn (R-N.Y.). These bills would have
established industry-wide caps on emissions of each of the "four borsemen" pollutants: sulfur
dioxide (SO,, NO , CO, and mercury. The caps on SO, and NO, would provide building blocks
for meeting health-based smog and fine particle standards and would reduce acid rain further.
The mercury cap would require reductions from the largest single remaining U.S. source of this
pollutant And the CO2 cap would return emissions to 1990 levels - the target set in the 992 Rio
Climate Treaty that the United States has ratified.
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A renewed effort to enact similar legislation is expected in this Congress because both the
president and the chairman of the Senate Environment Comminee have endorsed the concept of
integrated rquirements to reduce the four horsemen of power plant pollution. A major benefit of
the integrated pollution cleanup approach is that it would provide a clear road map for business
in planning long-term investments.

The history of clean air progress has developed as a series of unconnected initiatives, typically
focused on a single pollutanL Today we can survey the next 10 to 15 years and be confident that
additional measures will be pursued to reduce the four horsemen pollutants. But if we pursue the
traditional approach, it is impossible to predict with confidence, when, bow deep, and in what
.order these important steps will occur.

As a result, business planners must approach today's investments by making educated guesses
about environmental requirements. Billions of dollars an changing hands as generation plants
ac sold undcr stat restructuring programs. One thing is certain- someone is guessing wrong. By
enacting integrated cleanup programs, Congress could provide certainty and reduce the tendency
to prolong dependence on existing outmoded plants through the traditional process of applying
end-of-pipe cleanup devices normally aimed at controlling only one pollutant Similarly, local
citizen groups reacting to proposed new power plants in their areas would have confidence that
the proposed new and cleaner plant would in fact contribute to reducing overall regional and
national emissions, rather than simply adding to the existing burden of excess pollution.

In short, we know we need to reduce a range of damaging pollutants fom the electric generating
sector, we know bow to do it; and we know that failure to take the needed steps will increase
damage, prolong uncertainty, and encourage unfair competition.

Electricity from Coal

Mining and burning coal is not only the most common method of producing electricity, it is also
the most polluting. Mining techniques ravage the land and create serious water pollution, and
burning coal is the largest source of air pollution in the United States. During the presidential
canpaign, candidate George W. Bush proposed investing $2 billion over 10 years to research so-
called "clean coal" technologies, and said be would support prmanntly extending an existing
tax credit for research and development of new, cleaner technologies.s

NRDC opposes incentives for the use of coal-based technologies because their likely resuh is to
subsidize more polluting coal plants at the expense of cleaner resources: efficiency, renewables
and gas-fired plants. Coal technology subsidies would not ensure additional electricity or reduced
pollution. Therefore, existing coal subsidies should be abolished, and proposals for new
subsidies should be rejected.

NRDC strongly opposes effbrts to weaken provisions of the Clean Air Act that protect public
health by requiring fossil fuel-fired power plants to install adequate pollution control devices
when first constructed or significantly modified. Rather, NRDC agrees with President Bush that
Congress should adopt comprehensive caps on carbon, nitrogen oxide, sulfur dioxide and
mercuy emissions from fossil fuel-fird power plants, mor than 90 percent of which come from
coal-fired electric generation.

" Gov. George W. Bush, 'A Comprehensive National Energy Policy." Septenber 29,2000.
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Electricity from Nuclear Power

In 1999, the 103 civilian nuclear power plants operating in the United States generated nearly 20
percent of all electricity consumed in the United States that year.n But no new nuclear plant has
been ordered in the United States since 1978, and every plant ordered after 1973 was canceled or
abandoned.

Contrary to nuclear industry claims, nuclear power is neither 'clean" nor "green." Nuclear
reactors do not emit the "raditional" air pollutants produced by fossil-fuel powered electricity
plants, such as sulfur dioxide, which causes acid rain; nitrogen oxides, which lead to urban smog;
and carbon dioxide, a major cause of global warming. However, nuclear reactors do harm the
environment For example:

* The process of "enriching" uranium for use as a fuel in nuclear power plants requires
significant amounts of electricity, much of wich is produced by aging coal-fired power
plants in the Midwest As a result, the ium-enrichment process produces the same types
of traditonal fossil fuel air pollutants cited above.

* Many nuclear power plants have "one through" cooling systems. These systems require
two-and-a-half times as much water as fossil fuel plants with similar cooling systems. Taking
in vast amounts of water for cooling and discharging heated water can seriously harm water
resources and aquatic ecosystems.

* While nuclear power plants produce relatively small amounts of solid waste, their radioactive
wastes pose health risks that exceed that of any other source of electricity. Because the
federal government has not yet approved a site for long-term storage, these wastes may be
stored on site for a century or more, which may preclude any future re-use of contaminated
lands.

* Among the various sources of electrical power, nuclear power creates the greatest risk of
major, destructive acts of terrorism.*

* Nuclear plants produce highly fissionable material in their waste systems that could be
diverted by terrorists for use in nuclear bombs.

Many states are requiring or encouraging electric utilities to sell all their power plants, including
their nuclear power plants. Sale of nuclear plants by utilities to more experienced owners has the
potential to provide safety and consumr benefits but the new owners must not be shielded from
competition. Moreover, the Nuclear Regulatory Comnission and state regulatory agencies must
require that the new owners maintain stringent safety measures.

Energy Information Admninist , Elcric Power Ann ua 1999: Volum e I DOE/EIA-0348(99y
(August 2000).

Ralph Cavanagh, ~Elecctic Power Marketing in an Increasingly Competiive Era' 5 Yale Journal on
Regulanon (1988).

Amory Lovins and Hunter Lovins, Brinl Power: Energy Stratey for Naon al Securiy, Brickbous
(1982).
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Electricity from Hydropower
Hydropowr genrates about 8.3 percent of America's electricity, with substantial annual
variations depending on rainfall.? Although hydropower emits no air pollution, it is not
necessarily an envirmentally preferred resourc Dam costruction and operation inevitably
alter ecosystm on land and in water, disrptig the life cycles of numerou aquatic species and
damaging habitat for other wiklife. The impacts of large dam construction are wide-ranging, but
even smalkr dams can cause considerable damage. In the Pacific Northwest, NRDC has
supported replacemnt of four poorly sited dams with such cnvironmntaDy prefered resources
as energy efficiency and wind power.

Hydropower that is cetified by the Low Impact Hydropower Institute can be considered an
environmentally preferred resource. The institute certifies hydropower facilities based on
objective environmental criteria, including river flows, water quality, fish passage and protection,
watershed protection, threatened and endangered species protection, cultual resource protection,
and reation. NRDC encourages electricity customers who can choose their electricity supplier
to include certified hydropower along with other environmentally preferred resources in their
electricity purchases.

Electricity hrom Natural Gas
In 1999, natural gas provided approximately 15J percent of the nation's electricity." The
cleanest of the fossil fuels, it is an important part of the short-term stategy for meeting
America's power needs because it can serve as a bridge to the development and implementation
of renewable energy sources.

Natural gas is less polluting than other fossil fuels because it bums more cleanly and contains
little, ifany, ash heavy metals or other impurities. When burned in high-fficiency combined-
cycle units (combining a combustion turbin and a steam turbine) that extract additional
electricity from their own waste heat, natual gas provides the basis for the best available fossil
fuel combustion technology. However, it is still a transition technology because exploring and
drilling for gas is destructive; gas is non-renewable; and even the cleanest burning plants produce
some air pollutants, including carbon dioxide, the greenhouse gas most responsible for global
waming.

New combined-cycle natural gas plants reac 55 percent to 60 percent efficiency and produce
virtually no sulfur oxides (SO,) or volatile organic compounds (VOCs). Emissions of nitrogen
oxides (NO.) and particulate matter (PMo) are extremely low. Carbon dioxide emissions (CO)
are about 60 percent lower than for coal-fired power plants. High efficiency and relative ease of
permitting (due to the lower emissions) have made these plants the top choice for developers.
Virtually al ofthe new fossil fuel-fired plants urrently proposed for construction in the
Northeast and the West are natural gas fired, and the vast majority are high efficiency combined-
cycle units.

[Because natural gas also is used for on-electrical applications, it is discussed in detail in a
separate section of this report]

EDrgy Infonrmtion Administratn, Electric PowrArnnual 1999: Volume 1. DOE/EA-0348(99y1
(Aupas 2000).
2s Eergy Infonatioo A minisEtio, Electric PowerAnnual 1999: Volume 1. DOE/EA0O-348(99)y
(August 2000).
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New, Environmentally Preferred Electricity Supply Options
Most of the electricity in the United States is generated by burning fossil fuels, such as coal, oil
and natural gas. Unfortunately, this burning produces between oe-quarter and two-thirds of the
sulfur mrcmy, nitrogen oxides, cabon dioxide and particulate matter emitted into the
atmosphere. These air pollutants cause acid rain, contaminated fish, ground-levl ozone (smog),
global warming and cardiopulmonary health problems.'

Many renewable energy resources have a much less significant impact on te nvironment than
fossil fuels and nuclear power. Renewable energy also adds much-needed diversity to the
nation's electricity mix, improving reliability, dampening fuel price shocks, and contibuting to
economic development The construction time for renewable generation facilities is measured in
months, not years as with conventional sources. The most important sources of renewable energy
are:

Wind: State-ofhe-art wind power plants use large spinning blades to capture the kinetic energy
of wind and convert this energy into electricity. Wind and landfill methane are the most
economically compcftive and promising renewable technologies. Like geothermal and landfill
methane, wind at prime sites is on the verge of matching or beating current fossil-fueled
generation prices. In 1999, there was more than 2,500 megawatts (MW) of installed wind
capacity in the United States - ooc quarter of installed capacity worldwide. The use of wind
power is growing rapidly in the United States and around the world. In just the last few weeks a
300 MW wind fann project on the Oregon-Washingon border was announced, as was a 260 MW
project at the Department of Energy's nuclear test site in Nevada Both should be supplying
badly needed power to the Western grid by the end of the year.

Biomass: Biomass includes landfill methane and other fucls derived from timber, agriculture and
food processing wastes, as well as fuel crops that are specifically grown or reserved for
electricity gcneration Biomass technologies use combustion processes to produce electricity and
vary widely in their environmental impact Environmentally preferred biomass technologies can
have no climate-change impact and very low air pollution emissions.

Geothermal: Heat from the Earth's core can be converted into electricity, and already accounts
for 5 percent of California's electricity supply. Like wind power, new geothermal facilities are
increasingly competitive with fossil-fueled power plants.

Solar: The ultimate source of most of the world's energy is the sun, which provides the Earth
with light and beat. Two technologies are used to convert solar energy into electricity:
photovoltaics (PV) and solar-thema When sunlight strikes a PV cell, it excites electrons,
generating an electric current Solar-tbermal technologies use the sun's beat to create steam to
drive an electric generator.

Electricity produced from wind, solar, geothermal and biomass provides a little more than 2
percent of the U.S. total. The generating capacity of these resources was about 13,700 MW in
1999.

n US Environmental Protection Agency, NationalAir Quality and Emissions Trends Report 1998. EPA
454/R-00-003 (March 2000).
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Renewable rsoures ar becoming icreasing costcopettiv. F exaple, windd
electicity today costs only about one-tenth of what it cost in the arly 1980s (4 to 5 cents per
kilowatt-hour (kWh) vs. 40 cents per kWh) Costs are expected to decline by an addiional 20
percent to 40 percent by 2005. In California, competition for renewable eergy investments in
1998 drove the above-market "Spemiu for new renewable resources lower than anyone
expected: an average of less than one half cent per kWh.3

Environmentally Preferred Distributed Generation
Distributed power generators arc relatively small power plants located at or very near the point
where the electricity is used. Small, clean distnbuted generators can economically reduce
demand on the grid inprove reliability and reduce environmntal harm Examples include small-
scale solar, wind, fuel cells, and combined heat and power generators - also known as co-
generators.

Since co-generators produce both heat and power, the useful output from unit of fuel can be
doubled, effectively halving the air pollution. NRDC believes that more applications for this
technology should be encouraged, but this is technically challenging These units are more
complex than those that produce just eat or electricity, and sizing, installing and maintaining
them properly takes skills not commonly found in-ouse at most busincsses.

Fuel cells produce electricity from chemical reactions, much like batteries. Unlike batteries, they
do not run down as long as they are supplied with hydrogen, which is commonly derived from
natural gas or other fuels. Fuel cells are highly efficient and produce virtually no emissions. They
also are quiet, reliable and have no moving parts.

High-tech computer and medical centers and remote lighting and telecormmnications are
examples of niche applications where fuel cells and solar power, respectively, make good
economic sense. Many consumers already a choosing these technologies for their
environmental and reliability advantages.

Not all distributed generators are clean. For instance, diesel generators - the most common form
of distributed generation - emit more than 110 times as much nitrogen oxides and particulate
matter as new central station power plants. NRDC supports air regulations to ensure that these
gcnerators don't prosper at the expense of the environmen California and Texas are now
developing such standards. Currently, most generators smaller than I MW fly below the
regulatory radar screen.

Resolving Inefficiencies in the Electricity Marketplace

Pervasive markct barriers have inhibited the widespread deployment of environmentally
preferred electricity supply options. Two of the most effective and market-compatible public
policies to address this problem are "public goods" or "system benefits" charges, and renewables
portfolio standards.

A public goods or system benefits charge - a small non-bypassable surcharge on customers'
electricity bills - can help fimd cost-effective, long-tecr investments in energy efficiency, low-
income services and renewable energy resources that provide net benefits to consumers in lower

. Californi Enegy Commission.
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energy bills and a cleaner environment California recently renewed its system benefits chare,
which will raise morc than S5 billion over 10 years. The money will provide production credits
for new and refurbished renewable enrgy, rebates and other conomic incentives for emerging
renewable technology, customer credits for purchasing renewable power and support for biomass
and solar projects. At least 19 other stats have some form of system benefits charge

Renewables portfolio standards encouge greater diversity of energy resources by requiring that
electricity provides include a nmnimmn percentage of renewable energy resoces in the
electricity mix they deliver to their customer

While these policies have been employed in some states, national implementation would be more
cffcctive. NRDC therefore supports national "system beocfits' charges and rencwables portfolio
standards in federal legislation NRDC also endorses federal tax incentives with similar goals,
including the bipartisan effort in a proposed Senate bill, S. 207, to provide urgently needed
support for dramatic improvements in the design of new buildings and equipment

Federal legislation also is needed to ensure that adoption of these dean forms of genration
actually leads to improved air quality. Between a recent srge in proposed new combined-cycle
natural gas turbines and the potential for rapid growth ofrenewables and clean distributed
generation, there is the potential for new, cleaner power plants to force older, dirtier plants to
reduce operations or close down. This creates a tension: If the process of displacement can be
guaranteed, then new power plants mean cleaner air, but their siting can cause additional harm to
nearby residents and the local en-ironment. If the older plants are not displaced, then new power
plants will only mean more pollution and more siting problems. The most effective way to ensure
that overall pollutant emissions are reduced is to establish national caps on power plant
emissions, as described above.

Finally, national surveys show that consumers want to purchase electricity with minimal
environmental impacts, but that they lack credible information upon which to base their
decisions. Therefore, it is crucial that there be full disclosure to customers about the sources and
environmental impacts of their electricity so they can make more educated choices.
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Natural Gas

Key Recommendationsfor Natural Gas Policy

* Provide tax incentives for the construction of eergy-efficient buildings and for
manufacturing enrgy-efficient heating and water-beating equipment

* Adopt a comprehensive pipeline approach ensuring that pipelines are constucted in an
environmentally sensitive mamer with strong safety ovcrsight and, whenever possible, along
existing routes.

Reject plans to construct an offshore pipeline off the Arctic National Wildlife Refuge coastal
plain.

* Plan an Alaska gas pipeline if needed to deliver Prudho Bay gas to the lower 48 states that
follows the Trans-Alaska Pipeline System and the Alaska-Canadian Highway right-of-ways,
coplies with al U.S. and Canadian environmntal laws, has a thorough, new Environmental
Impact Statement, and incorporates the best pipeline safety and environmental measures.

* Do not drill in sensitive offshore areas, including moratorium areas, Alaska, and the eastern
Gulf of Mexico.

* Maintain existing protections for sensitive onshore public lands and extend protection to
other special places.

Another major energy souce for the United States is natural gas. h is used in a variety of
applications, including as a source for beating, as fuel for electricity generation, and even to
power buses and other motor vehicles. As noted earlier, it is the cleanest burning fossil fuel,
particularly when modem equipment is used But as with other fossil fuels, extracting natural gas
and conveying it fiom the place of extraction can harm the environment

Still, it is preferable to burning other fossil fuels, and it therefore must be regardcd as the bridge
fuel to a future energy system that relies on renewable and environmentally friendly sources of
energy Replacing about one-third of the existing coal-fired electricity generation with high-
efficiency gas would require about 4 trillion cubic feet of gas per year (Tcflyr). That conversion,
coupled with projcted growth in demand, both for new generation and for other uses of gas,
could increase gas demand in the United States by some 36 percent With strong energy-
efficiency and renewablnergy programs, most or al of the demand growth could be avoided
For example, tax incentives for the construction of energy-ficient buildings and for
manufacturing energy-cfficient beating and water-heating equipment could save 300 Tcfof
natural gas over 50 years. Nonetheless, additional supplies of natural gas still will be necessary to
replace a share of dirtier coal-fired electricity."

" leraboratory Working Group, Sceariosfor a Clcn Energy Future (Oak Ridge, Tennessee; Oak Ridge
National Laboratory and Brkdey, Califonia, Berkley National Laboratoy (ORNL/CON-76, LBNL-
44029)) (November 2000). The 'Advaced electricity scenario sbows total gas demand increasing from
currnt levels of about 22 Tcf to 26 Tcf i 2010, while total CO2 emissions ar reduced.

29

244

DOE002-0254



r

Without successful efficincy measures, the demand for natural gas could increase even mor
The Ergy nformation Adminisction's (ElA's) conventional forecast is that domestic natural
gas production will increase from 18.7 Tcfin 1999 to 29.0 Tcfin 2020, a growth rate of 2.1
percent per year. At the same time, EIA xpcts natural gas imports to increase from 3.4 Tcf in
1999 to 5.8 Tcfin 2020. Domestic consumption is projected to reach 30 Tcf in 2013 and increase
to 35 Tcfby 2020." Over the next 20 years natural gas consumption is likely to outstrip domestic
production, requiring additional imports, primarily from Canada."

Much of the debate over natural gas revolves around where to drill for it Despite assertions from
industry and their supporters on Capitol Hill, it is not necessary to drill in sensitive areas to meet
America's energy needs. For example, industry is pressing to drill in sensitive areas of the Outer
Continental Shelf, including offshore Alaska, the Eastern Gulf of Mexico, and areas whre a
moratorium on drilling has been in place for many years. But such drilling is unnecessary
because 70 percent of the nation's estimated undiscovered, economically recoverable Outer
Continental Shelf oil and gas is located outside of these areas.

Some have also suggested that natural gas production is a reason to drill in the Arctic National
Wildlife Refuge. In reality, industry interest in the Refuge is driven by their desire to produce oil,
iot gas. The Arctic Refuge is estimated to contain less than 7 Tcf of natural gas rsources, about
a three month supply by the time the resources could be developed' In comparison the Pnudhoe
Bay Production area is estimated to contain 32-38 Tcf of natural gas resources." Gas produced in
Prudhoe bay is currntly reinjectcd because there is no way to transport it to market If a natural
gas pipeline wer built to connect Prudhoe Bay to the lower 48 states it would take at least 30
years before all of the Prudho Bay could be marketed.

Domestic natural gas exploration has rebounded from historic lows in early 1999, when 371
natural gas drilling rigs were reported in service as natural gas wellhead prices fell below S2.00
per Tcf As wellhead gas prices recovered, and then doubled, natural gas exploration surged, with
840 natural gas drilling rigs reported in service during November 2000.' Rising natural gas
prices are driving the renewed interest in natural gas exploration in existing production regions in
Oklahoma, Texas and farther afield in Kansas." Shortages of skilled labor and reluctance to
invest in new drilling equipment are currently limiting natural gas production, indicating that
access to public lands is not a constraint

Most onshore and offshore federal public lands, the property of all Americans, are managed by

Energy tnfonnation Adminishrtion AnnualEnrgy Ouf ook 2001. DOE/EA-0383(2001, December
2000, p. 29.

Canada has proven nural gas rerres of 63 Tcfand assessed additio nal reserve of 603 Tcf. p. 30.
lJohn Schuenoaier, USGS, Asessrmnt Raelnt, The Oil and Gas Resource Potential ofte Arcic

Naional Wildife Refuge 1002 Area Alaska. USGS Open File Report 98-34 (1999). Chapter RS Table
RS14.
" TJ. Guthier, Deputy Secretry of Enery, Testimony before the Senate Conunitee on Energy and
Natural Resources. September 14,2000.

Energy Information Adminisrati AnnrualEnergy Ourloo 2001. DOE/EIA-033(2001), December
2000, pp. 30-32.
" Jim Yardley, "Oil Patch Comes To Life As Natural Gas Prices Climb" New York imes December 16,
2000 pp. A1, A16. In December 2000 some 1,090 drilling rigs were reported in rvice, with more than 800
drilling rig exploring for natural ga, significant incrase overa year ago when under 400 driing rigs
were rported in service, but sti modest in comparison to the 1970s and 1980s when over 4,500 drilling
rig were reported in service.
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the U.S. Forest Service, the Bureau of Land Management and the Minerals Management
Service. Despite oil industry assertions that onshore and offshore federal public lands are
closed to exploration and production of oil and natural gas, 95 percent of federal public lands in
the Rocky Mountain region managed by the Bureau of Land Management are open to exploration
and production leasing." Similarly, more than 80 percent of estimated undiscovered,
economically recoverable offshore gas resources are open to exploration. Few federal onshore
lands are off limits to any harmful activity, including oil and gas leasing and developent Many
have already been leased and developed, and as a result, once undisturbed nral areas and
spectacular wild lands have been transfonned by i strialization, their wilderness values
destroyed and a host of publicly owned resouces degraded, if not permanently lost Under
President Bush's proposed energy plan, industry would be allowed to phnder some of the last,
best vestiges of America's magnificent natural heritage.

Consequences of Development

When widespread oil and gas leasing occurs in the Rockie, the result is heavy-duty
industrialization. Well fields, which can cover extensive acrage, are accompanied by a dense
web of powcr lins, pipclines, waste pits, and new or upgraded roads, along with processing
plants and other production facilities. Al this activity displaces deer, antelope and other wildlife
species from their native ranges and has ruined wilderness values on millions of acres. Every
year, visibility is significantly impaired in many places on many days by emissions from
industrial operations. These same emissions have contributed to acidification of sensitive bodies
of water.

Special Places at Risk in the Western United States

The areas of focus for natural gas exploration in the lower 48 states onshore include the Rocky
Mountain region, where in addition to reserves associated with oil deposits, unconventional
resources such as tight sands and coalbed methane are attracting particular attention. The Bureau
of Land Management, as of July 2000, had issued 12,000 drilling pemits for coalbed methane
exploration in the Wyoming Powder River Basin to 112 companies, with 6,000 wells drilled and
2,500 in production. This amount of activity significantly exceeds forecasts for coalbed methane
exploration and production. According to a 1995 BLM forecast, approximately 5,000 coalbed
methane exploration wells would be drilled; two years ago the forecast jumped to 10,000; and
last year, to 15,000. By mid- 999, the forecast hit 30,000, and, by the spring of 2000, 50,000 to
70,000 wells were projected for the Powder River Basin on private, state and federal lands.

Natural gas production n some public lands will continue to be necessary, but some areas within
the federal public lands system merit special protection. Existing protection for areas such as the
Rocky Mountain Front and roadless forest areas should be maintained Other unique and
irreplaceable areas also merit protection, even though they are currently open to exploration and
production.

For example, hidden away in the southwestern part of Wyoming, the Red Desert boasts a unique

"Tbe Bureau of Land M agement is responsible for administering oil and gas exploration and production
leasing on all onsbore BLM lads, while the Minral Management Service of the Dcparnm l of Intrior
manages oil and gas leasing on te outer continntal sbelfsummding the US coastline. They are separate
sections of t Departncnt of ntrior.

The Rocky Mountain Region consists of Colorado, Montana New Mexico, Utah and Wyoming-the 5
western states that are significant producers of oil and gas.
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and spectacular landscape - one of the most remarkable in North America The area has stunning
rainbow-colored rock formations, towering buttes, prehistoric rock art and outstanding wild
lands. h is home to the largest pronghorn antelope herd in the lower 48 states as well as a rare
desert elk herd. For centuries, the Red Desert has been a sacred place of worship for the
Shoshone and Ute tribes and it contains remnants of tbe Oregon and Mormon Pioneer bails. Oil
wells, pipelines, excessive roads and other industrial facilities already mar some of the
surrounding desert land. I response to industry applications to ease, the Interior Department
recently committed the BLM to develop a proposal that focuses on protecting the area's
outstanding natural, cultural and aesthetic wonders.

Utah's fabled red rock country is some of the last unspoiled wildeness outside of Alaska Its red.bued massive cliffs, arches, towers and other rock fonnations support bigborn sbeep, mountain
lion, prongorn antelope, peregrine falcons, golden eagles and other wildlife species as well asancient Native American ruins. Last year BLM attempted to lease mor than 30,000 acres of
snsitive, irrplaceable wild lands in red rock country- bringing them closer to industrializationand the certain destruction of their wildness, wildlife and other values.

Another special place is the area in and around Vermillion Basin in northwest Colorado - one ofthe state's most stunningly beautiful and isolated regions. Its wild landscape is dotted withbanded cliffs, desert mountains and rugged badlands, along with a host of significant historic andscientific values. The area is surrounded by oil and gas development that threatens to encroach
into Veimillion Basin. Despite the passage of time, the area looks much as it did when the UteIndians' ancestors first hunted and lived there. If oil and gas development pressures are permitted
to intrude further on the unique defacto preserve, the landscape will be changed forever.

Offshore Leasing, Exploration and Development
From Big Sur to the spectacular coast of Maine, to the Florida Keys and back to Alaska's BristolBay, some of America's most important national coastal treasures have been protected so farfrom offshore oil and gas development by Congress and by two presidents - George H.W. Bushand Bill Clinton.

Large reserves of natural gas are located in the federal waters of the Central and Western Gulf ofMexico, which are open to oil and gas leasing This area is estimated to contain 60 percent of theundiscovered economically recoverable oil resources and 80 percent of the undiscovered
economically recoverable gas resources estimated to be available in the entire United StatesOuter Continental Shelf (OCS), according to the Minerals Management Service. Thus,
protecting sensitive offshore areas, including te moratorium areas, offshore Alaska and theEastrn Gulf of Mexico still leaves the vast majority of the nation's Outer Continental Shelf oiland gas available to the industry.

Some argue that natural gas development on the Outer Continental Shelf should be promoted,
including in the moratorium areas, most notably off the Atlantic and the west coast of FloridaThey argue that the risk of oil spills is negligible, and that environmentally sound development
can therefore take place. Their argument ignores the reality that oil spills are not the onlyenvironmental concern related to OCS development Offshore gas development, like oil

U.S. Department of the Interior, Minerals Management Service (MMS), 2000. Outer Continental SbclfPetroleum Assessnn, 2000, page 5, and Gulf of Mexico Assessmet Update. Assum mean esimates ofundiscovered economically recoverable rsorcs at S8/barrel oil; S2.1 /Tcf ga.
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development, causes substantial environmental damage- Furthrmore, leases for natural gas
exploration also could open the door to oil development

Beginning in the George H.W. Bush administration and continuing throughout the 1990s, the
Interior Department has emphasized the need to proceed on a consensus basis with OCS
activities. NRDC strongly agrees with this approach and submits that consenus has been clearlyestablished on the appropriateness of OCS activities in most reas of the country. This consensushas been reflected in the consistently broad, bipartisan support for the existing congressional
moratria on leasing outside the Central and Western Gulf of Mexico. The moratoria have been
endorsed by an array of elected officials from all levels of government and diverse politicalpersuasions, from former Gov. Christine Todd Whitman of New Jersey to Gov. Jeb Bush of
Florida and Gov. Gray Davis of California

Political support for the moratoria in the affected states sterns from concern over the svere
cnvionmental, social, economic and cultural damage associated with offshore oil and gas
development, including

Onshore damage: The onshore infrastrcture associated with offshore oil or gas causesignificant harm to the coastal zone. For example, OCS pipelines crossing coastal wetlands in theGulf of Mexico are estimated to have destroyed more coastal salt marsh than can be found in the
stretch of land nmnning from New Jersey through Maine." Moreover, the industrial character ofoffshore oil and gas development is often at odds with the existing economic base of the affectedcoastal communities, many of which rely on tourism, coastal recreation and fishing.

Oil spils: If offshore areas are leased for gas exploration there is always the possibility that oilalso will be found, creating the risk of oil spills. According to MMS statistics, some 3 milliongallons of oil spilled from OCS oil and gas operations in 73 incidents between 1980 and 1999.4
Oil is extreely toxic to a wide variety of marine species, including marine birds, mammals andcommercially important species of fish. In the wake of the devastating Exxon Valdez oil spill,scientists at the National Marine Fisheries Service's Auke Bay Lab found that concentrations ofpolycyclic aromatic hydrocarbons (PAH) - the most toxic component of oil - as low as one partper billion were toxic to juvenile pink salmon.

Waterpollution: Drilling muds are used to lubricate drill bits, maintain downhole pressure, andsaeve other functions. Drill cuttings are pieces of rock ground by the bit and brought up from thewell along with used mud. Massive amounts of waste muds and cuttings are generated by drilling
operations - an average of 180,000 gallons per well.' Most of this waste is dumped umtreatedinto surouDding waters Drilling muds contain toxic metals, including mercury, lead andcadmium. Significant elevations of all these metals have been observed around drilling sites.' A
second major polluting discharge is "produced water," the water brought up from a well alongwith oil and gas. Offshore operations generate large amounts of produced water. The Minerals

' Bocscb and Rabalais cd, *Tbe Long-term Effects of Offsbore il and Gas Deveiopnmen AnAssmnc1 ad Reserc Strategy. A Report to NOAA, National Marin Pollution Program Office at13-1 I.
MMS, 2000. Gulf of Mexico OCS Oil and Gas Leasae SeI 18, Draft Enviromental Impact Stanement(DEIS). p. IV-So.
MMS, 2000. Gulf of Mxico OCS Oil and Gas Lease Sale 181, Draft Environnental Impact Statnent

(DEIS). p. IV-S0.
**d.
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Management Service estimates that each platform discharges mhndreds of thousands of gallons of
produced water every day. Produced water typically contains a variety of toxic pollutants,
including benzene, arsenic, lead, napbthalene, znc and toluene, and can contain varying amounts
of radioactive pollutants. All major field research programs investigating the fate and effects of
produced water discharges have detected petroleum hydrocarbons, toxic metals and radium in the
water column down-curret from the discharge.4

Airpolludeon Drilling an average exploration well geneates some 50 tons of nitrogen oxides
(NOx), 13 tons of carbon monoxide, 6 tons of slfur dioxide, and 5 tons of volatile organic
hydrocarbons. OCS platforms generate more than 50 tons per year of NOx, 11 tons of carbon
monoxide, 8 tons of sulfur dioxide and 38 tons of volatile organic hydrocarbons per platform per
year-

Comprehensive Pipeline Policy

The siting of natural gas pipelines must be conducted in an environmentally sensitive way.
Efficient, combined-cycle natural gas power plants produce more pollution than renewable
nergy sources, but much less than oil- or coal-fired plants For this reason, NRDC views them as

an important bridge to a cleaner energy future. Natural gas pipelines are necessary to fuel these
plants, but they must be sited so as to preserve frgile ecosystems.

The siting of new pipelines should follow existing rights-of-way whenever possible, in order to
take advantage of existing infrastructure and avoid environmental damage from construction or
inadequate maintenance. NRDC strongly opposes a pip-ine that would carry Prudnbo Bay gas
that goes "over the top" offshore from the Arctic National Wildlife Refuge in Alaska to the
MacKenzie Delta in the Northwest Territories in Canada. If natural gas reserves presently
rinjected into the ground at the Pnrdho Bay production area are to be recovered, any natural
gas pipeline should follow the existing Trans-Alaska Pipeline System and the Alaska-Canadian
Highway right-of-ways, comply with all U.S. and Canadian environmental laws, undergo a
thorough new Environmental Impact Statement and incorporate the best pipeline safety and
environmental measure

Id.. p. IV-32.
*Id.. p. IV-32-33.
"Id.. p. IV-40.
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Conclusion

As the debate over America's energy policy is joined, the president and Congress will confiont a
series of crucial choices. Will we set America on a path that allows for tomorrow's energy needs,
or will we siTply continue to drill and burn our way through precious natural resources with no
regard for the energy future our children will face? Will we respect the environment or ravage it
in pursuit of the last drop of available oil? Will we focus attention on energy efficiency as a way
to cut demand and prices, or will we submit our children to a future in which they ae even more
dependent on foreign oil because American demand has depleted American supply?

The debate will play out in the context of the controversy over the Arctic National Wildlife
Refuge and in the shadow of the California electricity crisis. But these two matters also are
metaphors for the larger questions confronting polcymakr. The Arctic Refuge frames
fundamental choices about whether we will sacrifice our environment so that the energy industry
can extract every cent of profit while we delay prudent action until we are forced to curtail our
energy use. The California experience is widely portrayed as a choice between paying
outrageously high prices for energy or inmping by on inadequate supplies of power.

Unfortunately, these two issues have been badly miepresented and distorted by political
partisans and the energy industry, who appear bent on creating and exploiting a crisis mentality
as a way to win a political battle that could mean billions of dollars of profit for energy
conglomerates. The truth is:

* Incrasing ful efficiency standards for new vehicles to an average of 39 miles per gallon
over the next decade would save 51 billion barrels of oil over the next 50 years - more than
15 times the likely yield from the Arctic Refuge.

* Drilling the Arctic National Wildlife Refuge is no answer whatsoever to California's current
problems.

* Drilling the Arctic Refuge will have a negligible impact on America's dependence on foreign
oil.

· Drilling the Arctic Refuge will not solve America's long-term energy needs.

Similarly,

The answer to California's long-term needs - indeed, the answer to America's long-term
needs - is to pursue and achieve much greater energy efficiency, to work toward much
greater reliance on renewable and clean sources of nergy, and to rely more in the meantime
on natural gas as a bridge to the future.

* California's electricity crisis is not the product of environmental regulation It is in large
measure a result of letting short-term thinking substitute for a balanced portfolio of
investments in sustainable energy resources.

Eventually the United States will have no choice but to turn to greater energy efficiency and
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